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Constitutionality of 1926 Legislation 
on Invested Capital 


By Ray M. Stroup* 


HE Revenue Acts of 1917, 1918, and 1921, de- 
fined “invested capital’ to include surplus and 
undivided profits not, however, including surplus 
and undivided profits earned during the taxable year. 
Regulations promulgated under such revenue acts, 
and purporting only to interpret them provided that: 


For the purpose of computing invested capital, Federal in- 
come, and war profits and excess profits taxes are deemed to 
have been paid out of the net income of the taxable year for 
which they are levied * * * 


A deduction from the invested capital as of the begin- 
ning of the taxable year must, therefore, be made for 
such taxes or any installment thereof, averaged for 
the proportionate part of the taxable year after the 
date when the tax or the installment is due and pay- 
able. (Article 845 of Regulations 45 and 62.) That 
these regulations did not accurately reflect the legisla- 
tive conception of invested capital was a frequent 
complaint. Finally, in Appeal of Guarantee Construc- 
tion Company, the Board of Tax Appeals met the 
issue as to whether the Commissioner was “justified 
under the statute in reducing the invested capital of 
any year by the amount of income and profits taxes due 
for the preceding taxable year, averaged for the pro- 
portionate part of the year after the date of any in- 
stallment thereof. became due and payable.” The 
Board declared that income and profits taxes are a 
current and annual expense, as much as any ordinary 
taxes imposed by any state or any political subdivision 
thereof; that they constitute for accounting purposes 
proper charges against the earnings of the year in 
which they become due and payable, and that fhe pay- 
ment thereof can have no more effect upon the in- 
vested capital of the year in which the payment is 
made than would the payment of any other operating 
expense. The Board was, therefore, of the opinion 
that there is nothing in the statute which requires that 
the invested capital of a taxable year be reduced on 
account of the payment of income and profits taxes 
for the preceding taxable year, and so reached the 
conclusion “that so far as Article 845 of Regulations 
45 and 62 * * * require that such reduction in the 





*Attorney at Law, Madison, Wisconsin. 
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invested capital be made, such regulations are without 
statutory warrant and are invalid.” A like conclusion 
was reached by the United States District Court for 


the Southern District of New York in Max Kaufmann 


& Company, Inc., v. Bowers, Collector, the decision 
being rendered on February 25, 1926. 


Consequences of Guarantee Construction Co. 
Appeal 


The result of the decision in the Guarantee Con- 
struction Company Appeal was to greatly unsettle 
the assessment of the profits taxes under the former 
Revenue Acts. It brought, moreover, a great flood 
of claims for refund in respect to taxes which would 
otherwise have gone unchallenged. To stem this flood, 
and to settle the assessments under the former rev- 
enue acts, Congress was prevailed upon to enact Sec- 
tion 1207 of the Revenue Act of 1926. This Section 
provides: 

The computation of invested capital for any taxable year 
under the Revenue Act of 1917, the Revenue Act of 1918, and 
the Revenue Act of 1921, shall be considered as having been 
correctly made, so far as relating to the inclusion in invested 
capital for such year of income, war-profits, or excess-profits 
taxes for the preceding year, if made in accordance ‘with the 
regulations in force in respect of such taxable year applicable 


to the relationship between invested capital of one year and 
taxes for the preceding year. 


It must be assumed that Congress intended by this 
enactment to give a sanction to the Regulations (Ar- 
ticle 845) which did not theretofore exist in the law; 
in other words, to foreclose the courts from holding 
that the former acts did not bear the interpretation 
placed upon them by the regulation. Was it com- 
petent for Congress so to do? Was this the exercise 
of a legislative or of a judicial function? If the latter, 
it pertains to the power conferred by the Federal Con- 
stitution exclusively upon the courts. 

Section 1207 relates only to the construction of 
statutes under which the taxes have long since accrued. 
It does not seek to establish a mew tax liability. It is 
entirely retroactive, and purports no prospective effect. 

The authorities are practically unanimous to the 
point that a statute such as this, entirely declaratory 
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and wholly retroactive, is beyond the power of Con- 
gress, for the reason that the interpretation of past 
acts of the legislative body is a judicial function, to be 
exercised solely by the courts. 

The invalidity of a declaratory act, so far as it has 
retroactive effect, has apparently always been so well 
established that there are not many decisions in which 
the question is discussed. The point has been decided 
several times in various state courts, and there are a 
number of dicta on the proposition, but only a very 
few of these expressions will be referred to in this 
article, since the Federal decisions are conclusive, 
without additional support. 


First Apposite Federal Court Decision 


The earliest Federal case on the subject is Ogden v. 
Blackledge, 2 Cranch 272 (1804). This involved the 
question whether or not a North Carolina statute of 
1715 had been repealed by an act of 1789. Defendant 
had apparently contended that the question was settled 
by a statute passed in 1799 which declared that, not- 
withstanding the Act of 1789, the Act of 1715 was not 
repealed. Council for plaintiff argued to the Court 
that “to declare what the law is, or has been, is a 
judicial power; to declare what the law shall be is 
legislative. One of the fundamental principles of all 
our governments is, that the legislative power shall be 
separated from the judicial.” At this point the court 
stopped counsel, observing that it was unnecessary to 
argue the point. (2 Cranch 277.) 


The next case in which the question arose was Post- 
master General v. Early, 12 Wheat. 136 (1827). 


There was involved the jurisdiction of the Federal 
circuit courts. 


In discussing the question, Chief Justice Marshall 
remarked : 


It is true that the language of the section indicates the 
opinion that jurisdiction existed in the circuit courts, rather 
than an intention to give it; and a mistaken opinion of the 
legislature concerning the law does not make law. 


But if this mistake is manifested in words competent to make 
the law in future, we know of no principle which can deny 
them this effect. The legislature may pass a declaratory act, 
which, though inoperative on the past, may act in future. 


(12 Wheat 148.) 

The leading case in the Federal Supreme Court is 
probably Town of Koshkonong v. Burton, 104 U. S. 
668 (1882). This case arose in the United States 
Circuit Court for the Western District of Wisconsin. 
The plaintiff brought action against the defendant 
municipal corporation on a bond issued by the lat- 
ter. The state statute in force at the time of the 
execution of the bond provided for a maximum rate 
of interest, and this act was construed by the state 
Supreme Court to permit compounding of interest. 
Subsequently the legislature passed an act declaring 
that “it was and is the true intent and meaning of” 
the prior statute that interest should not be com- 
pounded. The Supreme Court held this declaratory 
act was without effect so far as it concerned rights 
already accrued under the prior act. The Court said: 


By the Ist section of the Act of 1868 the Legislature as- 
sumed to declare what was the true intent and meaning of 


previous legislation prescribing and limiting the rate of in- 
terest. * * 
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Prior to the passage of the Act of 1868 the highest judicial 
tribunal of the State had adjudged that when a sum was to be 
paid at a specified time, as interest, that sum bore interest from 
that time until paid. This was an adjudication as to what was 
the local law in that class of cases. And the utmost effect to 
be given to a subsequent legislative declaration, as to what was 
the proper meaning of the statutes which had thus been the 
subject of judicial construction would be to regard it as an 
alteration of the existing law in its application to future trans- 
actions, especially where, as was the case in the Act of 1868, 
that declaration was accompanied by a distinct provision, in 
terms, changing the pre-existing law. - 

It is clear, therefore, that neither the Act of 1868, nor the 
provision quoted from the revision of 1878, which is but a con- 
tinuation of the 2d section of the Act of 1868, can be deemed 
applicable to the case before us. The contract between the 
Town and the holders of its securities was entered into prior 
to those enactments, and the rights of the parties must, 
necessarily, be determined by the law as it was when the 
contract was made. It was not within the constitutional 
power of the Legislature to take from the plaintiff his 
right, whether arising on express or implied contract, to inter- 
est upon interest, if, when the coupons were executed and 
delivered, he, or the then holder thereof, had such right, under 
the law of the State. 

True, the Koshkonong case, as well as Ogden v. 
Blackledge, supra, involved state enactments. How- 
ever, the Koshkonong case, at least, was decided on 
general principles of law, and indicates clearly the 
attitude of the Federal Supreme Court, resting not at 
all on special state constitutional provisions. There- 
fore, the cases are conclusive authority for the propo- 
sition that a similar act of Congress is void, in its 
application to pre-existing rights. 


In two other opinions of the Federal Supreme Court 
are dicta to the effect that a subsequent act of Con- 
gress recognizing a prior act as still in force has no 
bearing on the question whether the prior act had 
been repealed by an intermediate. statute, the effect of 
such statute being entirely a question for the courts. 
District of Columbia v. Hutton, 143 U. S. 18, 27 
(1892); U. S. v. Claflin, 97 U. S. 546 (1878). 


For clarity of statement of the principle under con- 
sideration the opinion by Chief Judge Denio in People 
v. Board of Supervisors, 16 N. Y. 424 (at 431-432), 
has been frequently cited, and is here peculiarly in 
point. A New York statute provided for a tax on 
mutual insurance companies similar to a tax upon 
insurance companies incorporated under the general 
law of the state with a capital stock of $100,000. 
While litigation was pending, which involved the con- 
struction of this statute, the legislature enacted a law 
declaring that it was the intention of the prior act 
that mutual companies should be subject to taxation 
on the sum of $100,000 “and no more.” The Court 
of Appeals held that the second act had no effect on 
taxes assessed prior to its passage, and that the com- 
panies were liable for taxation on amounts in excess 
of $100,000. Referring to the declaratory statute the 
Chief Judge said: 

As an authoritative mandate in favor of the construction 
claimed by the insurance company we cannot accord to it any 
force whatever. In the division of power among the great 
departments of the government, the duty of expounding written 
laws has been committed to the judiciary. The legislature has 
no judicial power, and cannot upon any pretence interpose its 
authority respecting questions of interpretation pending in the 


courts. (Dash v. Van Kleeck, 7 John. 477; Ogden v. Black- 
ledge, 2 Cranch 272.) 


It remains to dispose of a suggestion made by the 
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Supreme Court in Stockdale v. Atlantic Insurance 
Company, 20 Wall. 323 (1874). This case involved 
the effect of an act of 1870, construing certain sec- 
tions of the income tax law of 1864 to extend the tax 
to the year 1870. The Court accepted the general 
principle that Congress has no power to place a bind- 
ing construction upon its own acts, so far as rights 
already vested are concerned, but held that the par- 
ticular statute in question should be construed, not as 
a declaratory act, but as in substance the imposition 
of a new tax. The Court said: 

But where it can exercise a power by passing a new statute, 
which may be retroactive in its effect, the form of words which 
it uses to put this power in operation cannot be material, if 
the purpose is clear, and that purpose is within the power. 
Congress could have passed a law to re-impose this tax retro- 
spectively, to revive the sections under consideration if they had 
expired, to re-enact the law by a simple reference to the sec- 
tions. Has it done anything more? Has it intended to do 
anything more? Are we captiously to construe the use of the 
word “construe” as an invasion of the judicial function where 
the effect of the statute and the purpose of the statute are 
clearly within the legislative function? 

It seems entirely certain this suggestion can have 
no application to the present situation. Section 1207 
can by no possible interpretation be held to impose 
a new tax or to continue in effect an existing tax. 
It does nothing, and purports to do nothing, but con- 
strue the prior statute with reference to a tax already 
imposed, assessed, and generally paid. It is a strik- 
ing example of the sort of thing a legislative body 
cannot do, and the Stockdale case, above cited, can 
give no comfort to its supporters. 


Granting that the statute is unconstitutional the 
question then arises, should it be treated as a nullity 
in all respects, or may the courts properly consider 
it as evidence of the intent of Congress in enacting 
the prior statute, and hence as a guide to the construc- 
tion thereof? 


The Supreme Court has often decided that the 
courts may, in construing an ambiguous enactment, 
give weight to the practical construction given to it by 
the administrative officers and by Congress. And in 
U. S. v. Stafoff, 260 U. S. 477, 480 (1923), the Court 
said, by way of dictum: “Of course, a statute pur- 
porting to declare the intent of an earlier one might 
be of great weight in assisting a court when in doubt, 
although not entitled to control judicial action.” 

To the same effect is Spencer v. United States, 169 
Fed. 562, 565. 


It must be conceded, in the light of these decisions, 
that the Section 1207 may properly be considered by 
the courts in arriving at a construction of the prior 
revenue acts. It is submitted, however, that it should 
be given very little weight. In the first place, several 
sessions of Congress have intervened between the 
enactment of the origfnal laws and this attempt to 
construe them. The personnel of Congress has largely 
changed. Considered as a practical matter, the opinion 
of the legislators of 1926 upon the intention of those 
of 1917, 1918 and 1921 is valueless. As said by the 
New York Court in People v. Board of Supervisors, 
16 N. Y. 424, 431-432: 

The act in question, considered as a persuasive argument for 


a particular construction of the statute of 1853, loses much of 
its weight from the consideration that the legislative bodies had 
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been renewed in the interval between the two enactments, and 
that but a few of the members of the legislature of 1853 sat 
in that of 1855; but if this were otherwise, we should feel 
constrained to rely upon the language of the statute which we 
are called upon to interpret, rather than any personal assurance 
as to the intention of its members. The acts of the legislature 
do not rest in any respect upon oral tradition. They are com- 
mitted to writing, and it is by the written language that their 
sense is to be ascertained. 

It is further noteworthy, that, as a matter of fact, 
Section 1207 of the Revenue Act of 1926 was not 
adopted with any idea of declaring what the intention 
of the earlier Congress actually was. It was meant, 
rather, to declare what the 1926 Congress thought 
the earlier law should have been, governed to an 
extent, perhaps, by considerations of later expediency 
and compromise. 


It is common knowledge that the Section 1207 was 
adopted by Congress at the urgent request of the 
Treasury Department, for the sake of avoiding the 
necessity, created by a recent decision of the Board of 
Tax Appeals, of overhauling vast numbers of tax 
returns based upon the earlier regulation, held by the 
Board of Tax Appeals to have been unlawful. In 
short, Congress does not purport to say what was the 
proper construction of the earlier law; it purports 
rather to adopt the questionable regulation as a newly 
established legislative rule, notwithstanding want of 
constitutional power to do so. Clearly, therefore, the 
declaratory act is entitled to little or no weight as a 
guide to the correct construction of the early Acts. 


It is with some surprise, therefore, that one finds 
the Board of Tax Appeals abjectly surrendering its 
opinion expressed in Appeal of Guarantee Construc- 
tion Company, before the dictate of Congress expressed 
in Section 1207. Yet in Russell Wheel & Foundry 
Co., Decision No. 1336 (3 BTA—) the Board simply 
accepts Section 1207 as superseding its decision in the 
former case. Again in Richmond Light & Railway 
Company and New Jersey & Staten Island Ferry Com- 
pany, Decision No. 1448, the Board accepts Section 
1207 as of controlling effect. Whether the Courts 
shall construe the prior Revenue Acts in accord with 
Article 845 of Regulations 45 and 62, or whether they 
shall place a different construction on those Acts, 
they may be expected by the taxpayer to exercise the 
judicial function vested in them quite independently 
of the congressional attempt to foreclose the question. 


Over a Billion Dollars to Be Spent by States 
on Roads This Year 


ORE than a billion dollars of revenue from 
taxes will be utilized by states and political 
subdivisions for the building and maintenance of 
rural highways during the current year, according 
to a report by the United States Bureau of Roads. 
The bureau has made a survey of the plans and 
funds available for road work by state highway 
departments and also by county and city author- 
ities. The states have available $598,590,948. This 
includes $118,768,488 of Federal funds, which is 
available to the 48 states under the Federal road 


(Continued on page 288) 











Depreciation and Obsolescence 


With Special Application to Manufacturing Industries 


By Davw HimMeE.siau* 


phases of depreciation and obsolescence in- 

volved in computing taxable income that 
are of special interest to manufacturers, the follow- 
ing topics have been selected for discussion: 

1. Excessive or inadequate depreciation taken in 
the past. 

2. Plant units which have been 
fully depreciated by the United 
States Treasury Department, but 
are still in actual use. 

3. Plant units which will be re- 
tired from service long before 
they are depreciated under the 
rates set by the Treasury Depart- 
ment. 

4. Whether the taxpayer must 
adjust the value of the plant ap- 
pearing on the books to the value 
set by the Treasury Department 
for tax purposes. 

5. Excess plant which is not in 
actual use. 

6. Adjusting depreciation de- 
duction according to activity of 
plant. 

7. Depreciation of property ac- 
quired through reorganization. 

8. When merchandise may be 
classified as obsolete. 

9. Whether the perpetual in- 
ventory record must be kept on a basis of cost 
or market, whichever is lower, if that basis is used 
on the tax return. 

In many of the disputes between the taxpayer and 
the Treasury Department, I find that the principal dif- 
ficulty is the failure of both parties to agree upon the 
meaning of the things being discussed. Consequently 
it is advisable to state the meaning given to the basic 
terms referred to in this paper. 

What is depreciation of plant? I use that term to 
describe the loss in the value of plant due to its wear 
and tear while it is in use; the period of use being its 
useful life rather than its physical life. 

What is obsolescence of plant? It is the loss due to 
the fact that the plant is no longer useful for the pur- 
pose originally intended. In other words, every time 
a motor manufacturer comes out with a new model, 
considerable new equipment is needed. The old 
equipment is good, but it is obsolete. 

Amortization refers to the writing off of values 
when the property is acquired to complete a specific 
contract, or for one job or possibly two jobs. It does 
not refer to property which can be used year after 


: , UIDED by suggestions as to particular 


*Of David Himmelblau and Comparry, Certified Public Accountants, 
Chicago. 





Davip HIMMELBLAU 


year. For instance, if a special derrick is bought to be 
used on the Stevens Hotel and there is no use for that 
derrick when the hotel is finished, the cost of that der- 
rick should be amortized against the Stevens Hotel job. 
It may be a perfectly good derrick when the work is 
completed, but there is no use for it. 

The term depreciation is some- 
times applied to inventories. To my 
mind inventories do not depreciate. 
Inventories consist of items bought 
for resale, either in the same form 
or in a somewhat different form. 

Now, if inventories do not de- 
preciate, then what happens to 
them? They become obsolete. 
For instance in the radio business 
the loss in value, due to new 
models, is obsolescence rather than 
depreciation. The old material is 
perfectly good material. . If any- 
body would buy the product, the 
material could be used. But no- 
body wants the product. 

What is the capital value that is 
to be depreciated? The law as it 
stands now is: cost, or March 1, 
1913 value, whichever is the 
higher. Bearing in mind the fore- 
going explanations, the various 
topics may be taken up. 

Excessive or nadequate deprecia- 
tion taken in the past. As the result of the tendency 
during the high tax years to charge off everything 
possible, many taxpayers now find themselves in 
a situation where a large part of the cost has been 
written off, and the entire cost will be written off 
long before the useful life has expired. The ques- 
tion then arises, should the returns for prior years 
be amended in order to correct the apparent error, 
or if not, how should the depreciation be adjusted? 

Amending past returns is to be avoided wherever 
possible. If, for instance, a ten per cent rate has been 
used on a certain piece of property for the last six 
years, sixty per cent has been written off. If you find 
that there are ten years more of useful life, it is not 
necessary to amend the prior returns. All that need be 
done is simply to change the rate of depreciation, so 
that the undepreciated forty per cent will be written 
off over the next ten years instead of over the next 
four years. There is no objection to changing the rate, 
because the change in rate merely reflects the new 
facts. 

Sometimes the reverse situation is met. It is 
found now that the current rate will be inadequate, 
that the property will be retired from service before 
it is written off the books. There are two things 
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that can be done. One is to continue to use the old 
rate until the asset is retired from service, then 
charge against profit and loss the undepreciated cost. 
Under this method the entire undepreciated cost is 
charged against the year in which the retirement is 
made. The better procedure is to change the depre- 
ciation rate so as to write off the remaining undepre- 
ciated cost of the asset during its remaining useful 
life. 

Plant units which have been fully depreciated by the 
Treasury Department, but are still in actual use. If 
the Treasury Department has written off 100 per cent 
of the cost, it is obvious that no more depreciation can 
be deducted on the return even though the asset may 
be in use. Having been charged off, it would be inad- 
visable in ordinary cases to amend past returns so as 
to get a depreciation deduction now. 

Plant units which will be retired from service long 
before they are depreciated under the rate set by the 
Treasury Department. That involves, as I see it, 
merely a change in the depreciation rate. If it can be 
shown that the rate of depreciation used in the past 
was too small, the regulations provide for a change in 
rate for future years. However, as previously stated, 
amending the past returns should be avoided wherever 
possible. 

Must the taxpayer adjust the value of the plant as it 
appears on the books to the value set by the Treasury 
Department for tax purposes? ‘That question comes 
up frequently, because in almost every case the depre- 
ciation as figured by the Treasury Department is dif- 
ferent from the depreciation as figured by the tax- 
payer. If a taxpayer thinks the amount written off by 
the agent is substantially correct, the easiest way out 
is to change the books to agree with his figures. 


If a taxpayer does not agree with the Government’s 
figures he may ignore them entirely and depreciate 
according to his own ideas. The next agent may agree 
with the taxpayer’s ideas. If the agent insists on carry- 
ing forward the figures determined by his predecessor, 
all that need be done is to make up a reconciliation 
sheet, showing from year to year the depreciation 
deducted as per the books, and the depreciation de- 
ducted as per the revenue agent. 

This point has been forcibly illustrated in the case 
of banks which had written off their property accounts 
to a nominal sum. Question arose as to whether or 
not they could depreciate buildings and equipment 
which had been written off the books. The ruling in 
that case was that the assets could be depreciated pro- 
vided that they had not been deducted as an expense. 
Every bank is forced to keep an auxiliary record show- 
ing (1) the cost of the properties being depreciated, 
(2) the depreciation deducted in the tax returns and 
(3) a reconciliation account which adjusts that record 
to the value appearing on the general books. 

This can be done very easily in a sub-ledger. The 
same scheme can be applied to any business which has 
found it advisable for business reasons to carry a con- 
siderable amount of property at a nominal valuation. If 
the property was written off against surplus, deprecia- 


tion on the property may be deducted in the annual 
return. 
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Excess plant which is not in actual use. There are 
two ways of handling excess plant which is not in 
actual use. The preferable method is to dispose of it 
for the best price obtainable. If it cannot be sold, then 
a depreciation deduction may be taken even though it 
is not in use. As a matter of fact, if it is not in use 
the deduction should be larger because most buildings 
and most machinery deteriorate faster when not in use 
than when they are. So the only question involved is 
to determine from the facts an adequate rate of depre- 
ciation, which will write off the excess plant. during a 
reasonably short period of time. 


Adjusting the depreciation deduction according to 
the activity of the plant. A few years ago every one 
was seeking ways and means of cutting down the 
amount of the depreciation charge because business 
was slack. Now profits are larger, so a larger deprecia- 
tion charge is desired. 


This adjustment can be readily worked out by mod- 
ifying the plan of depreciation. Under the straight- 
line method of depreciation, if an asset has a ten-year 
life, one-tenth is charged off each year. It is used, not 
because it is the most scientific or the most accurate, 
but because it is the easiest plan. 

In the case of machinery, trucks, or other assets, the 
use of which varies considerably from year to year, a 
better method is to estimate the amount of use obtain- 
able from the asset. Probably the simplest illustration 
is a truck used for hauling. You may say the truck 
has a life of five years, and therefore write off twenty 
per cent a year. But that truck will not run an equal 
number of miles in each of those five years. By esti- 
mating the number of miles the truck will run during 
its five-year life, its depreciation rate is fixed at so 
much per mile. Then write off in each year the number 
of miles actually run times the per-mile depreciation 
rate. If business is good there is a high mileage, and 
therefore a higher deduction for depreciation. If busi- 
ness is poor, the mileage is smaller and a smaller 
amount for depreciation is charged off. Under this 
plan the deduction for depreciation increases as busi- 


ness actually increases, and comes down as business 
slackens. 


The same plan can be applied to machinery, although 
it is more difficult. In the case of a truck, it is not dif- 
ficult, from the experience tables now available, to 
estimate the mileage. In the case of a machine, the 
problem is to determine the number of hours of use 
during its life. That is more difficult. But merely 
because it is more difficult is no reason why it should 
not be done. 

If the number of hours a machine will run can be 
determined, then in each year there should be charged 
off the actual running hours of that machine times 
the machine hour rate for depreciation. Under such a 
plan the depreciation write-off is smaller in a year of 
low production, and larger in a year in which the pro- 
duction is large. It would be difficult to apply this 
plan to a building, because buildings do not depreciate 
according to hours of use. One case called to my atten- 
tion was a concrete mixer. The company figures that 
a mixer can be used for a.certain number of miles of 
paving, and it writes off depreciation on the mixer 
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on the basis of miles paved. In the year in which there 
is a large volume of business there is a heavy write-off. 

Depreciation of property acquired through a reor- 
ganization. Before 1924 the determination of a de- 
preciation base was comparatively simple. We used 
cost, which was determined from the records showing 
what was paid either in cash, bonds, stocks, etc. The 
alternate base was the March 1, 1913, value, which kept 
appraisers busy. These two bases are comparatively 
simple. 

The 1924 provision, continued in the 1926 law, de- 
veloped an entirely different situation, due to a reason 
that should be thoroughly understood. Under pre- 
vious laws, a piece of property which cost, say, fifty 
thousand dollars, could be turned into another corpora- 
tion for five hundred thousand dollars. And if you 
were careful to have the form of organization so 
arranged that there was no taxable profit to yourself, 
you could deduct in the other corporation depreciation 
on five hundred thousand dollars. 


In other words, the person or corporation receiving 
that property obtained a depreciation deduction on the 
appreciated value, something which the Supreme Court 
has denied the owner who holds the property in its 
original form. Naturally a large number of reorgan- 
izations developed. The 1924 law tried to stop them 
by bringing in the idea that the depreciation deduction 
to a taxpayer should not be increased through the 
medium of a reorganization. The idea is good. The 
carrying out of the idea is often difficult. 

The difficulty is obvious if one stops to consider the 
manner in which reorganizations are made. If we have 
a simple reorganization, one wherein a certain piece of 
property is turned into a corporation, and that is the 
only property owned by the corporation, it is easy for 
the corporation to ascertain from the preceding owner 
the depreciation base allowable to the preceding owner, 
particularly when the preceding owner is the con- 
trolling stockholder in the new corporation. But when 
you put three or four companies into one pot, or worse 
still, if you take pieces of several corporations and put 
them into different pots, it is not going to be an easy 
task for the company itself, or the revenue agent, to 
determine the depreciation base allowable to the new 
corporation under the tax law. 


Depreciation of inventories. As I suggested earlier, 
inventories do not depreciate but rather become obso- 
lete. The so-called depreciation of an inventory is 
handled entirely different from the depreciation of a 
capital asset. The problem is different. Inventory is 
an item bought to sell either in the same form or in a 
different form. There being no depreciation the obso- 
lescence factor can be very easily adjusted. The 
obsolescence factor arises primarily because the article 
loses salability. It might be due to physical deteriora- 
tion, but usually it is due to the fact that there has been 
a change in style, so while the article is perfectly good, 
it cannot be sold, there are no buyers. 

The easiest way to reflect obsolescence is through 
the inventory valuation. Take the case of a milliner. 
After the season is over, good merchandise remains 
unsold. It does not pay to take it apart and make 
it over. The article which would bring a good price 
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on a certain day is practically worthless three weeks 
later. Now, that decline in value is not deprecia- 
tion, it is obsolescence, and it is adjusted by marking 
down the article to its new value, viz., what you can 
get for it. 


Mail order houses have the same problem. When 
goods are out of season, the question arises what to do 
with them. How are they going to value something 
which is out of season? A good scheme often used is 
to call in one of the job lot men from Franklin Street 
and ask, “How much will you give us for the lot of 
goods?” And his valuation is the market value. 


In other cases, they actually sell out such goods. 
Then there is no obsolete merchandise to value, and 
nothing to argue about with the revenue agent. 

In a manufacturing business, the style factor is 
less important, and there is less obsolescence. But still 
we do have cases where obsolescence is a very serious 
factor. Anyone engaged in the radio business during 
this year realized what obsolescence meant. Due to 
changes in models, perfectly good material became 
practically worthless. The older models had to be sold 
for prices less than the cost of manufacture. Unmanu- 
factured material, including finished parts on hand, 
was scrapped because it could not be used for anything 
else. 

The same situation existed in the automobile trade 
years ago. Now they plan ahead for changes in 
models. In the case of an automobile, part of the 
obsolete stock may bring good prices as repair parts. 


How should the factor of obsolescence be handled? 
There is only one safe way. Take each item in the 
inventory affected by obsolescence and mark it down to 
what it is worth. The older scheme was to deduct an 
arbitrary percentage or a round sum from inventory 
cost. This method is no longer permissible. Some 
have difficulty in understanding why the Treasury 
Department does not allow it. They do not disallow 
it merely because the method is wrong or the amount 
is wrong. They disallow it merely because it is impos- 
sible for the revenue agent, three or four years later, 
to check the amount taken off. He can check individ- 
ual items, but he cannot check a lump sum deduction. 

If the necessary data to prove the lump sum deduc- 
tion are on hand, it will be allowed and has been 
allowed ; but if you are not going to keep data on hand 
is it not easier to mark down each item and avoid argu- 
ment ? 

Must perpetual inventory records be adjusted to cost 
or market, whichever is lower? Merely because the 
final inventory valuation on the tax return is cost or 
market, whichever is lower does not mean that every 
item in the perpetual inventory record must be ad- 
justed to. cost or market, whichever is lower. That 
is not practical. Most concerns find it advisable to 
carry the stock records continuously on a cost basis. 
Any taxpayer may continue to do so. The inventory 
sheets will show the cost figure appearing on the stock 
records, and the market value at inventory date. Then 
extend the lower of the two which becomes cost or 
market, whichever is lower. The difference between 
the inventory cost as shown by the perpetual inventory 

(Continued on page 289) 








The Effect of the Sixteenth 
Amendment 


By WALTER E. BarToN* 


tinction between direct and indirect taxes and 

the constitutional limitations which apply to 
each. In the last article we stated that the im- 
mediate effect of the decision of the Supreme 
Court of the United States in the case of Pollock v. 
Farmers’ Loan & Trust Company” was to defeat the 
income tax and that the ul- 
timate effect was to. bring 
about the adoption of the Six- 
teenth Amendment. This amend- 
ment reads as follows: 

The Congress shall have power to 
lay and collect taxes on incomes, from 
whatever source derived, without ap- 
portionment among the several states, 
and without regard to any census or 
enumeration. 

The first part of this amendment, 
“The Congress shall have power to 
lay and collect taxes on incomes,” 
added nothing to the power of 
Congress to tax incomes, for 
Congress has always had power to 
lay a tax on incomes with certain 
exceptions, provided, the tax were 
apportioned among the several states 
according to the census or enumera- 
tion, pursuant to Article 1, Section 
2, Clause 3, and Article 1, Section 
9, Clause 4. This conclusion is 
supported by many cases and was 
well stated by Mr. Chief Justice 
White in his opinion in Brushaber v. 
Union Pacific Railway Company’ as follows: 

That the authority conferred upon Congress by Section 
8 of Article 1 “to lay and collect taxes, duties, imports 
and excises” is exhaustive and embraces every conceivable 
power of taxation has never been questioned, or, if it has, 
has been so often authoritatively declared as to render it 
necessary only to state the doctrine. And it has also never 
been questioned from the foundation, without stopping 
presently to determine under which of the separate headings 
the power was properly to be classed, that there was 


authority given, as the part was included in the whole, to 
lay and collect income taxes. 


The exceptions referred to above were the compensa- 
tion of the President and Federal Judges,* the income 
derived from state and municipal bonds,’ salaries of 
state officers and employees,’ and in general the income 
of a state or municipality when derived from the exer- 
cise of a governmental function." In these cases 
Congress had no power, before the Sixtenth Amend- 


ie this series of articles’ we have discussed the dis- 
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ment, to lay a tax on such income. The question arises 


as to whether the Sixteenth Amendment removed the 


inhibitions. 

It has been argued that the words “from whatever 
source derived,” which are found in the Sixteenth 
Amendment, were intended to remove these constitu- 
tional restrictions and to give Congress unlimited power 
to tax all incomes, even in the cases 
of the exceptions referred to above. 
In fact, Governor Hughes of New 
York, in his message to the State 
Legislature regarding its ratifica- 
tion, expressed apprehension that 
the amendment might be so con- 
strued. In the case of Evans v. 
Gore, supra, the argument was ad- 
vanced that this language removed 
the inhibition against laying an in- 
come tax on the salaries of federal 
judges. The court held that it did 
not, and generally that the Six- 
teenth Amendment did not give 
Congress the power to levy an in- 
come tax on income’ which 
Congress did not have before the 
adoption of the Sixteenth Amend- 
ment. Mr. Justice Holmes wrote 
a dissenting opinion, however, in 
which Mr. Justice Brandeis con- 
curred, in which he expressed the 
opinion that this general language 
authorized Congress to lay an in- 
come tax on the salary of a Federal 
judge. The construction of the Sixteenth Amend- 
ment has been before the Supreme Court several times 
and the court has held consistently that the Sixteenth 
Amendment did not grant to Congress the power to 
lay a tax on incomes where the power did not already 
exist before the Sixteenth Amendment.’ 

The argument has been advanced by some that this 
language is broad enough to empower Congress to 
lay an income tax on the interest derived from state 
and municipal bonds. In 1919, when the Governmert 
was forced to resort to every conceivable source of 
revenue, Congress refused to consider interest derived 
from state and municipal bonds as subject to income 
taxation ;’ and the Treasury Department, in the regula- 
tions interpreting the Revenue Act of 1918, expressly 
recognized the non-taxability of compensation paid to 
officers and employees of a state or a political sub- 

(Continued on page 282) 
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Many Recommendations of Bar Ass’n 


Tax Committee Become Law 


in the Revenue Act of 1926 which are of benefit 

to taxpayers are the result of activities of the 
Special Committee on Federal Taxation of the 
American Bar Association is revealed in the report 
made by the committee at the recent meeting of 
the American Bar Association held at Denver. 

The committee recommendations presented at the 
last session of Congress and the action taken by the 
committee in their behalf are stated in the report, 
which follows: 


Tee many of the new provisions incorporated 


Report 

Almost at the outset of its functioning this committee lost 
one of its members through the death of Mr. Parker H. Hoag, 
of Chicago. Mr. Hoag died on Tuesday, November 17, 1925, 
at Chicago, a victim of pneumonia following his apparent 
recovery from a general indisposition. He was a valued mem- 
ber of this committee and was enjoyed as a delightful and in- 
teresting companion at such of its meetings as he was able 
to attend. 

An organization meeting of the committee was held on Octo- 
ber 27 and 28 at Washington, D. C. At this meeting it was 
decided the committee should undertake the following program 
for the year. 

(1) As in the past, to continue to act as a clearing 
house for all members of the Association and the Bar 
generally who have complaints or suggestions to make 
relative to the administration and procedure of the Treas- 
ury Department in the collection of taxes. 

(2) To make recommendations to Congress with re- 
spect to the legislation expected to be embodied in the 
Revenue Act of 1926. It was decided such recommenda- 
tions would be directed particularly toward: 

(a) Altering certain aspects of the United States 

Board of Tax Appeals, its jurisdiction, procedure, etc. 

(b) Securing the continuance in the Revenue Act of 

1926 of the principle which this committee has seen suc- 

cessfully incorporated in prior Revenue Acts, i. e., that 

where the Commissioner of Internal Revenue asks for a 

waiver of the taxpayer’s right to have the tax assessed 

within a limited time that an equivalent extension of time 
should be given the taxpayer for the filing of a claim by 
him for credit or refund. 

In the performance of the first function the committee, 
since the meeting of the Association in Detroit in August 
and September of 1925, has been the recipient of sugges- 
tions from several of the members of the Association 
relative to certain features of the revenue acts and regula- 
tions issued thereunder. Suggestions relative to new legis- 
lation were considered at length and many of them incor- 
porated in the recommendations which the committee 
addressed to the Ways and Means Committee of the House 
of Representatives, the Finance Committee of the United 
States Senate and the Conference Committee between the 
Senate and the House. 

The members of the committee express the hope that 
it will always be referred to by members of the Associa- 
tion who have suggestions to make regarding the law, its 
administration, or the policies of the Treasury Department 
or of the United States Board of Tax Appeals. 

With reference to the second project of the committee, 
namely, the recommendations to the Congress, the com- 
mittee, working in conjunction with certain other members 
of the Association, submitted recommendations to the Ways 
and Means Committee and the Senate Finance Committee 
which eventually evolved in improvements in the procedural 
side of the collection of Federal taxes and in the structure 
of the United States Board of Tax Appeals. 

On October 28 representatives of our committee appeared 
before the Ways and Means Committee of the House of 
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Representatives and supported with oral presentation a 
letter which began as follows: 


“Honorable William R. Green, chairman of the Ways and 
Means Committee, House of Representatives of the 
United States.” 


“Memorandum re United States Board of Tax Appeals” 


“Sir.—As representatives of the American Bar Associa- 
tion, the undersigned members of that Association’s Spe- 
cial Committee on Federal Taxation beg to present to 
your committee certain recommendations relative to legis- 
lation affecting the United States Board of Tax Appeals. 

“At the outset the members of our Association desire 
to express to you their appreciation of the advance, from 
the taxpayer’s point of view, the creation of the Board of 
Tax Appeals has meant in the collection of the Federal 
revenue. Relative simplicity and speed exists in the 
Board’s procedure. Its reasoned opinions have furnished 
a much needed basis for definiteness and certainty in the 
interpretation of the Federal taxing laws. Its existence as 
a separate agency has resulted in decisions uninfluenced 
by administrative expediency and marked by their in- 
dependence. It has assured the taxpayer of a fair and 
open trial before his case is judged. 

“In order, however, that the instrument may ‘be made 
more adequate to its purpose the following proposals for 
the amendment of the Revenue Act of 1924 are submitted 
for the consideration of your committee.” 

A summary of the recommendations made in the said 
letter is as follows: 


1. That the permanent membership of the Board of 
Tax Appeals be not greater than 16 members. 


2. That the term of office of the members of the Board 


of Tax Appeals begin June 1, 1926, with the following 
tenures: , 


Four members for ten years; four members for twelve 
years; four members for fourteen years and four mem- 
bers for sixteen years; that vacancies in unexpired 
terms be filled and new appointments be made for 
terms of ten years each. 


3. That existing restrictions upon Board members 
relative to their subsequent appearance before the Board 
or any office of the Bureau of Internal Revenue be re- 
moved. 


4. That the salaries of Board members be $12,000 per 
year. 

5. That the chairman of the Board be given authority 

to designate a single member to sit as a “division” of the 

Board, to conduct the hearing of appeals and decide the 

issue raised. 

6. That power be given to the Board to impose costs 
upon either party to the proceeding where the appeal or 
evidence presented is found to be obviously without merit. 

7. That from the final decision of the Board either the 
Commissioner or the taxpayer may apply for review of 
the decision to the Circuit Court of Appeals or to the 
Court of Appeals of the District of Columbia. 

8. That wherever a taxpayer files a waiver of his right 
to have the tax determined and assessed within the period 
prescribed by the statute, such taxpayer be given the 
right to file a claim for refund or credit within 60 days 
after the expiration of any such waiver or renewal thereof. 

9. That the confusion existing in the wording of Sec- 
tion 274 (b) relative to the limitation on rights of action 
be eliminated. 

The principles of all the recommendations, except those 
with regard to the waiver provisions, were included in the 
bill reported to the House by the Ways and Means Com- 
mittee. In his report of the bill Chairman Wm. R. Green, 
of Iowa, was complimentary enough to refer to comment 
made by your committee with respect to the functioning 
of the Board of Tax Appeals. 
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When the bill as it passed the House came before the 
Finance Committee of the Senate, your committee with 
the endorsement of Senator David H. Reed, of Pennsyl- 
vania, and through the courtesy of Senator Reed M. Smoot, 
chairman of the committee, was permitted to present cer- 
tain suggestions to the committee and to discuss these with 
the expert draftsmen of the bill. 


Following is the beginning of your committee’s letter of 
January 13, 1926, addressed to Senator Smoot. 
“Hon. Reed M. Smoot, chairman of the Finance Committee, 
United States Senate, Washington, D. C. 


“Sir—As representatives of the American Bar Associa- 
tion, the undersigned members of that Association’s Spe- 
cial Committee on Federal Taxation beg to present to 
your committee certain recommendations relative to the 
provisions of H. R. 1 (Revenue Act of 1926) concerning 
the United States Board of Tax Appeals. 


“At the outset the members of our committee desire to 
express their appreciation of the advance, from the tax- 
payer’s point of view, made by the provisions of H. R. 1 
with respect to the membership of the Board of Tax 
Appeals, the procedure before that Board and the pro- 
cedure upon appeal therefrom. We feel that the sound 
establishment of this Board and the assurance of inde- 
pendence to its members, selected solely on the basis of 
the capability for their position, is the most vital feature 
of procedure in Federal tax questions today. We are of 
the opinion, however, that certain features of the act, as 
it passed the House of Representatives, are subject to im- 
provement. Discussion of these features follows in 
order.” 

In brief, the recommendations made, which were ex- 
haustively discussed by the representatives of your com- 
mittee with the expert legislative draftsmen of the Senate 
Finance Committee, were these: 

1. That once a petition has been filed with the Board 
of Tax Appeals and that body has thus assumed juris- 
diction the Commissioner should not be permitted to 
defeat that jurisdiction by levying a jeopardy assessment 
and that the appealing taxpayer, in case the Commissioner 
deems the jeopardy assessment advisable, should be per- 
mitted to file a bond pending the decision of his appeal. 

2. The Board of Tax Appeals in determining the taxes 
for a given year shall consider such tax with relation to 
the tax for other taxable years as may be necessary to 
redetermine the amount of the proposed deficiency. 

3. That the taxpayer be permitted the option of ap- 
pealing to the Board or paying the tax and suing for a 
refund and that he not be compelled, as provided in the 
bill as passed the House, to appeal to the Board or lose 
his rights to sue for refund upon failure to appeal. 

4. That upon agreement between the Commissioner 
and the taxpayer appeal may be taken from the Board of 
Tax Appeals to the Court of Appeals of the District of 
Columbia. 

5. That the Commissioner of Internal Revenue when 
administering the special assessment provisions of Sec- 
tion 210 of the Revenue Act of 1917 and Sections 327 and 
328 of the Revenue Act of 1918 and 1921 be given a stat- 
utory authority to disclose to the taxpayer the names and 
material statistics taken from the tax returns of those 
corporations which the Commissioner deems representa- 
tive in determining the profits tax of the taxpayer apply- 
ing for relief. 

6. That the failure of the House of Representatives to 
incorporate a provision in the act giving the taxpayer who 
files a waiver of the period of limitations for assessment 
of taxes for the years 1920 and 1921 be given an addi- 
tional period within which to file a claim for refund, be 
remedied. 

The most important portions of the foregoing recom- 
mendations, namely: 

1. That the Commissioner not be permitted to defeat 
the jurisdiction of the Board of Tax Appeals by filing 
jeopardy assessment; 

3. That the taxpayer be given the option to appeal to 
the Board of Tax Appeals or to sue for a refund; 

4. That the Commissioner and the taxpayer be per- 
mitted to agree upon taking appeals from the Board of 
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Tax Appeals to the Court of Appeals of the District of 
Columbia; 


6. The allowance of reciprocal rights under a waiver 

filed for 1920 and 1921; 
were all incorporated in the bill which was reported out by 
the Finance Committee and which passed the Senate. 

Senator Smoot, reporting the bill to the Senate, as Mr. 
Green had done in the House, cited the comment of your 
committee on the Board of Tax Appeals. Further, in pro- 
posing an increase in the salary of the board mémbers, 
Senator Smoot cited the excellent recommendations of The 
American Bar Association made to the Judiciary Com- 
mittee for increased judges’ salaries. i 

When the bill was before the Conference Committee be- 
tween the Senate and the House your committee recom- 
mended: 

1. That the period of limitation upon assessment as 
proposed in the Senate be increased from two to four 
years; 

2. That definite provision be made that the payment 
of the tax after a jeopardy assessment shall not deprive 
the taxpayer of the right to appeal to the Board of Tax 
Appeals; 

3. That the provision in the Senate bill with respect to 
following the assets into the hands of a transferee be 
clarified so that the Commissioner should not be em- 
powered to levy a jeopardy assessment or make a dis- 
traint on the mere suspicion of the liability of the 
transferee levied against; 

4. The elimination of the Senate amendment depriv- 
ing the Board of Tax Appeals of jurisdiction over cases 
exceeding $3000; 

5. The increase of the terms of office of the members 
of the Board from the short terms cited in the Senate to 
the long terms contained in the House bill; 

_ 6. The elimination of the Senate amendment provid- 

ing for an appeal from the Board of Tax Appeals to the 

U. S. District Courts and the confining of such appeals to 

the Circuit Court of Appeals or the Court of Appeals of 

the District of Columbia. 

We are happy to say that the principles embodied in all 
these recommendations made to the Conference Committee 
were incorporated in the bill. 

At the time of the submission of this report the regula- 
tions of the Commissioner of Internal Revenue interpreta- 
tive of the Revenue Act of 1926 have not yet been issued. 
However, your committee is prepared, wherever these regu- 
lations seem not to be in accord with the procedural require- 
ments of the Revenue Act of 1926, to take any supposed 
inconsistencies up with the office of the Commissioner. 

Inasmuch as procedural injustice or maladjustments are 
usually discovered through personal experience, the atten- 
tion of the members of the Association is called to the 
continued willingness of this committee to act as a channel 
for the presentation of the views of the members of the 
Association who have suggestions for the improvement of 
the efficient and just collection of the Federal revenues. 

Respectfully submitted, 
Cuar_es Henry But.er, chairman; GEorGE MAURICE Morris, 
secretary; Murray M. SHOEMAKER, W. M. Crook, Louts 

A. LEcHER, FREDERICK S. TYLER, CLARE J. HALL. 


In presenting the above report, Mr. Charles 


Henry Butler, chairman, commented in part as fol- 
lows: 


The Act of 1926 contained a great many provisions in re- 
gard to procedure and I wish to say, and I am going to flatter 
this committee a little, I do it without any sense of modesty 
or feeling that I am overstepping the bounds of modesty, be- 
cause of the work that was done, and well done,—that it elicited 
the commendation of the chairman of the Ways and Means 
Committee of the Senate, and it was all done under the man- 
agement and through the efficiency of Mr. George Maurice 
Morris, the secretary of this committee. 

It so happened that the chairman was away at the time on 
account of sickness in his family and was not able to partici- 
pate in it, and therefore he feels it a privilege to say a word 
for Mr. Morris, who was not only able to present the material 


for the committee, but he assisted the other members of the 
committee. 








Limitation of Income Tax to States 
Proposed In Australia * 


HE States’ premiers are opposing the proposal of 
the Commonwealth to change the present tax sys- 
tem of Australia. At present, both Commonwealth 
and States levy income taxes, and the States receive 
from the Commonwealth an annual subsidy. The Com- 
monwealth has proposed (1) that its revenues and those 
of the States be separated on the principle of indirect 
taxation for the Commonwealth and direct taxation of 
the States; (2) that, as a beginning, the Common- 
wealth immediately abandon its tax on individual in- 
comes ; and (3) that the Commonwealth subsidy to the 
States be discontinued. These proposals were presented 
at a conference of States’ premiers and treasurers held 
in Melbourne on May 24. The only support for the 
measure from the States came from the Premier of 
Victoria—and he declared the measure to be a 
“strangling of the States.” 


Cessation of Capitation Payments Proposed 


The finances of the State and Federal governments 
are more closely interrelated in Australia than in the 
United States. In 1900, when the new Commonwealth 
government was created, the original colonies yielded to 
it control over customs and excise duties; but the 
constitution stipulated that for 10 years, and thereafter 
until otherwise provided by parliament, at least three- 
fourths of the customs and excise revenues should be 
returned to the States. This refund was made until 
1910, when the surplus revenue act of that year com- 
muted it to a cash payment to the States of 25 shillings 
per annum for each inhabitant of each State. Under 
the proposed reform, these “capitation” payments 
would be discontinued ; but the program outlined in the 
recent announcement of the Commonwealth would 
extend temporary financial assistance to the States pend- 
ing the readjustment of revenues. The total of the 
capitation payments during the fiscal year 1924-25 was 
£7,535,291. 


Government to Cede Individual Income Taxes 


In return for the economy to the Government, 
through the stopping of this subsidy, the Common- 
wealth Government has proposed to surrender the 
tax on individual incomes. Income taxes in Australia 
are levied under two categories—individual incomes, 
and corporate incomes. The latter yield only about 20 
per cent of the total receipts. The Commonwealth has 
been gradually reducing its revenues from this source. 
Total income tax receipts for 1925-26 are estimated at 
£9,650,000, as compared with £16,790,000 for 1921- 
22—a reduction of 42 per cent. In addition to surren- 
dering to the States the individual income tax, the Com- 
monwealth proposal includes a temporary subsidy to the 
States pending readjustment, this subsidy to be as 
follows : 1926, £970,000; 1927-28, £600,000; 1928-29, 
£400,000. 

To put the proposed change into effect for the present 
fiscal year (1926-27), would result in the Common- 


*From Commerce Reports, July 9, published by U. S. Bureau of 
Foreign and Domestic Trade. 
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wealth’s losing revenue from income tax estimated at 
£7,445,034 and paying a subsidy of £970,000—a total 
loss to the exchequer of £8,415,034; the gain to the 
exchequer through the retention of the sums paid out 
as subsidy to the States would offset this to the extent 
of £7,687,500, leaving a net loss to the Commonwealth 
exchequer of £727,534. 


The Objections Raised 


The States have objected mainly on the ground that 
they cannot do without the capitation payments, which 
are a constant and reliable source of income; and that 
as indirect taxation is more easily collected and is less 
resented than direct taxation, the surrender of this field 
to the Commonwealth involves too great a hardship. 

As a result of the objections by the premiers, the 
proposed reform seems to have been shelved, but it has 
been suggested that the Commonwealth may take the 
ground that it is within its constitutional rights to pro- 
ceed with its plan. Such a step might be contested on 
the theory that the clause in the surplus revenue act of 
1910 providing for. the 25-shilling subsidy for 10 years, 
“or until Parliament makes other provisions,” is an 
implied guaranty of permanent support for the States 
out of Commonwealth revenues. 


Tax Collections for 1926 Show $251,972,631 
Gain Over the Fiscal Year 1925 


NCOME tax receipts for the fiscal year 1926 
reflect unusual prosperity during the year 1925, for 
notwithstanding that taxes during the latter part of the 
year were paid on the basis of the lower rates effective 
under the Revenue Act of 1926, total revenue for the 
year amounted to $2,836,112,899.66, an increase of 
$251,972,631.44 over that of the prior year. 

Income tax payments in 1926 totaled $1,972,- 
798,839.30, an increase of $211,139,789.79, and mis- 
cellaneous taxes, $863,314,060.38, an increase of 
$40,832,841.65. Increases in income tax payments 
were shown in thirty-three States, and the others 
reported only slight reductions. 


High Ranking States in Payments 


New York State, as usual, was the heaviest contribu- 
tor of revenues, paying into the Federal Treasury $568,- 
114,671.06 in income taxes and $164,957,694.91 in mis- 
cellaneous taxes or a total of $733,072,365.97, about 
one-fourth of the nation’s total. 

Pennsylvania ranked second in total tax collec- 
tions with $251,982,600. Michigan had $225,455,226; 
Illinois, $216,511,959; North Carolina, $192,218,281 ; 
Ohio, $155,494,482, and California, $134,841,398. 

Florida showed the largest gain in income tax 
receipts with $33,998,382, as against $12,118,724 in 
1925. Michigan paid about $22,000,000 more in in- 
come taxes in 1926 than in 1925. New Jersey and 
Pennsylvania, $6,000,000 more each, and [Illinois 
$17,000,000 more than in 1925. 
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Internal Revenue rs voecseeapay Fiscal Years 1925 and 1926 


Following is the official compilation of - tax receipts for the fiscal years 1925 and 1926 by States and Districts, based 


on Collector’s telegraphic reports as of June 3 
Districts and States 


Alabama 
Arizona 

Arkansas 
California 
Re eos cee aa cpie aud oat le aati A ait cad, Agaiotonakes 
Connecticut 
Delaware 
Florida 
Georgia 
Hawaii 
aie er dell piece 0 cca <td oar itor so ak SEAM Cesta aia Sed 
First Illinois . . 
Pe Oe ora oo ba oy.5i0.0 5 619.9 foie blnodnncnestesae 
(Total State of Illinois) 
Indiana... 
Ieee fare rekon. e-asa pial al oie-e Neus cece itiavaaunta avs safes yskereitrenisba 
Raneee... .< 
Kentucky. . 
Louisiana . . 
I a rss alin eos ooo ra woo avsini gota tal. ra ic wis eles evans 
Maryland, including District of Columbia 
Massachusetts . 
MER, Yi Si oe Iota ota hose hata cad open e  erey a eearahee 
FT ped lal cea Ai pare Ati ex selina bef arte hae pee S A Me ee Rl ALO. 
Mississippi... 
MME IIE, 65.005 6) vince Midas 6.4 ain wit em ore e cree hg ace 
Se ye iba ake, StS Oe SE Bek 
(Total State of Missouri) 
Montana.. 
Nebraska. . 
RG am ee | eee rare SL eet ee Ae ee 
New Hampshire... 
First New Jersey .. 
OE I UN fone aerobic. kde areihd ice a eeeeraleldere Migs 
(Total State of New Jersey) 
New Mexico . 
ey I shes eee ae ho CR 
Second New York 
SRNR Es va 5. @ sow 'o baa Newbie wcaeal aes a Weis woes 
arteentn DEW VEE ses eee eo eed 
"PWORty-HeSe UO EN. Mies 65S) ds TERUR ae led een 
Twenty-eighth New York 
(Total State of New York) 
North Carolina. . 
North Dakota. . 

First Ohio 
NOIR oa alicia Ag ow 50) a whi rb wb eet rake, ORL 
PEAS 3 C0 occas casts efi sh amtietdne ba Bese 
CPR te ren te ere tS Pater 
(Total State of Ohio) 
Oklahoma... 
Ce oak hacia abel onthe laetenab ne nesrweens 
ee edna, bocce eeke nabs setmenccea 
Peerite WORE NOIR Ei clit alti cB eels eves 
Twenty-third Pennsylvania. . 
(Total State of Pennsylvania) 
PI PNT 6 ico Sate cc: Se « bet Beco ahaa bw Adin kia Gee's 
South Carolina . . 
South Dakota . 
Tennessee .. . 
I CASS 559. cc aus oko o- cr Siesrcens te eee Retin awe FET CeP aE 
Nie «Sek atink «ca si a'uls ainiale cls hata piste alah wo uinious tous 
Vermont .. 
WEN FA e dave Uencdagbweas ube eclw i weeeudenes so 
Washington, including Alaska 
West Virginia . 
Wisconsin . 
ee rr ere S). Ore 
Philippine 0S lll IR ARE Sea GEM 
Sales of internal revenue stamps by postmasters..... 
Internal revenue receipts through customs offices... 


Total’. . 


eee eee eee sees eee eee eee eee eeseeseeseseeeeeen 
OO © 2 OO SOO 6.6 € © 0.0 91S © 0 6 0 Oe © -o OG 0 0 0. 610.% 0150/08 050.08 
eoesreeceeeoececec essere eee es eerere seer ease ereeeece 


Coeeceeeeeeerereeseesrseeereeeneerereweceeeneece 


O° © 6.00 6:0 € 0.0.6, 019 0 ME CO 6b 6.0.0:0 06 oe 016 8 6 ¢ & 9.0 
coe e eee eer ee eee see eeereeeeeserereseeesessese 
eoeree ee er er es er reer eee eeseeeeeseeseeseeeeses 
SCHHCSCHSHHOSCHEOCSHSHTee sees seeeseeveeseceseeaevrves 


SCENE SCHCCS CESS ODO CHEE MED 60 OE HO 6.8 6 66.04.85 000% 


eeoeoeererer eee ere ees eres eesesressece 


Coe eereeereereseereseereeseesresesesresesese 


eeoeeere eee eee ests eee eseeesreseeeeereeeseene 
C..0 9 Oe © © GOR eS & OS @ © &.0'9.8 o 6 014..0 6 0.0. 6-*, grOKE.s 


CHOPSCSHESHTHHHEH CECH SPOS E SPECS HOC ESS EROS 


ee 


eoeereceeer reece erere sre eereeereeseereresreeese 


Ce 


CESS CESSES GEH ESE STS EVO RESCH DOH SE CSSD 


SCecePeVwsse Cece CADE CME VE 
ee 

CHKOCHOMCHC ROCHE SHTCSHHREC CH H ECMO R CA ES 
SCSCHCCTSOES SOK EHHE CHC ECSCE HC SESE OH HES 


Ce 


ee 


0 Ce COSC SC EKCETSECCEH OCC OCHLES CEES 6.RO 


Oe O.0 0.0 S05 0 0 COE Ob 6 OHO «HK HESS 0016 0 OE 4 6 HO 


ee 
ey 


Income tax 


8,276,882.82 
1,574,317.43 
4,392,164.16 
101,721,771.63 
12,004,930.89 
29,003,255.50 
9,539,716.84 
33,998,382.94 
12,437,240.83 
6,060,779.31 
1,128,844.38 
169,093,737.70 
7,787,445.13 
176,881,182.83 
24,922,872.55 
11,121,133.30 
15,563,250.68 
14,638,894.06 
12,587,841.34 
8,591,332.38 
40,836,908.62 
100,033,835.90 
122,570,240.16 
28,384,408.54 
3,529,405.12 
36,685,106.58 
12,929,200.77 
49,614,307.35 
1,968,001.44 
6,172,905.67 
451,127.98 
3,012,813.00 
15,682,873.65 
56,570,541.30 
72,253,414.95 
635,144.11 
36,865,799.17 
306,472,739.71 
140,287,361.00 
38,902,776.39 
13,607,932.33 
31,978,062.46 
568,114,671.06 
17,681,848.50 
778,095.68 
29,202,631.86 
13,840,369.91 
8,860,346.61 
57,147,562.61 
109,050,910.99 
15,782,894.13 
6,399,172.54 
110,249,781.13 
16,785,248.49 
68,360,538.51 
195,395,568.13 
14,459,279.28 
4,176,144.45 
858,487.09 
11,398,867.94 
36,875,048.70 
3,468,387.19 
2,661,312.19 
17,827,071.39 
12,294,700.81 
11,653,725.14 
28,650,740.59 
1,364,606.79 


CEUs ob aoe es E4900 4549 RS CES we heh Cea eA $1,972,798,839.30 


$ 


Misc. taxes 


392,645.96 
485,237.80 
33,119,627.22 
2,773,307.35 
6,439,645.86 
2,085,854.59 
7,375,904.11 
1,679,043.94 
736,541.78 
231,151.33 
34,544,405.69 
5,086,370.59 
39,630,776.28 
14,550,381.29 
2,697,024.96 
1,758,939.39 
12122'328.18 
3,689,444.69 
1:135,214.90 
6,616,370.42 
18,502,620.19 
102,884,986.53 
5,435,889.31 
354,223.56 
16,123,878.45 
2:071,089.33 
18,194,967.78 
7,094,495.82 
1,200.227.45 
115,459.68 
1,093,410.22 
3,542,087.74 
35,944,555.89 
39,486,643.63 


90,386.87 


47,994,152.43 
59,190,168.44 
36,306,473.42 
9,987,541.38 
4,008,438.07 
7,470,921.17 
164,957,694.91 
174,536,432.70 
203,323,57 
16,211,445.29 
11,501,637.93 
2,206,375.28 
16,524,112.81 
46,443,571.31 
2,133,272.05 
1,032,174.36 
38,124,842.28 
4,117,854.72 
14,344,335.53 
56,587,032.53 
2,428,133.83 
672,537.74 
223,205.58 
5,782,460.80 


5,452,597.21 - 


586,667.69 
713,934.30 
42,890,032.86 
1,981,178.32 
3,897,353.73 
10,778,633.62 
210,235.29 
809,148.20 
7,875,242.04 
54,921.47 


Fiscal year 1926 
1,091,520.18 $ 


Total 


9,368,403.00 $ 


1,966,963.39 
4,877,401.96 
134,841,398.85 
14,778,238.24 
35,442,901.36 
11,625,571.43 
41,374,287.05 
14,116,284.77 
6,797,321.09 
1,359,995.71 
203,638,143.39 
12,873,815.72 
216,511,959.11 
39,473,253.84 
13,818,158.26 
17,322,190.07 
26,761,222.24 
16,277,286.03 
9,726,547.28 
47,453,279.04 
118,536,456.09 
225,455,226.69 
33,820,297.85 
3,883,628.68 
52.808,985.03 
15,000,290.10 
67,809,275.13 
9,062,497.26 
7.373, 138.12 
566,587.66 
4,106,223.22 
19,224961.39 
92.515,097.19 
111,740,058.58 
725,530.98 
84,859,951.60 
365,662,908.15 
176,593,834.42 
48,890,317.77 
17,616,370.40 
39,448,983.63 
733,072,365.97 
192,218,281.20 
981,419.25 
45,414,077.15 
25,342,007.84 
11,066,721.89 
73,671,675.42 
155,494,482.30 
17,916,166.18 
7,431,346.90 
148,374,623.41 
20,903,103.21 
82,704,874.04 
251,982,600.66 
16,887,413.11 
4,848,682.19 
1,081,692.67 
17,181,328.74 
42'327,645.91 
4,055,054.88 
3,375,246.49 
60,717,104.25 
14,275,879.13 
15,551,078.87 
39,429, 374.21 
1,574,842.08 
809,148.20 
7,875,242.04 
54,921.47 


Fiscal year 1925 


Income tax 
8,288,275.40 
1,416,794.43 
4,692,973.75 

92,884,521.21 
11,740,667.75 
26,565,630.68 
6,563,730.62 
12,118,724.67 
12,613,731.56 
5,067,186.25 
1,437,069.46 
151,080,531.60 
8,334,986.06 
159,415,517.66 
23,702,838.24 
10,716,799.85 
15,140,741.11 
14,324,935.92 
12,396,172.35 
7 682,797.60 
37,591,146.65 
99 444,237.57 
100,868,402.20 
22,426,721.53 
3,483,059.12 
30,319,505.33 
12,148,068.30 
42,467,573.63 
1,885,190.42 
5,681,386.67 
451,905.66 
3,221,556.83 
14,656,864.24 
51,480,163.59 
66,137,027.83 
733,076.51 
34,679,926.21 
263,361,769.16 
121,320,670.10 
35,388,120.99 
12,980,160.62 
28,979,080.65 
496,709,727.73 
15,877,646.25 
667,994.23 
24,640,390.50 
11,674,303.71 
9,750,651.18 
49 460,766.28 
95,526,111.67 
9,820,419.90 
6,784,101.67 
108,917,809,62 
15,064,805.92 
65,181,588.21 

189, 164,203.75 

14,234,137.95 
5,787,515.35 
858,943.34 
11,770,201.37 
28,885,747.79 
3,385,994.71 
3,001,689.45 
15,303,807.61 
12,528,527.58 
12,044,165.99 
26,697,560.11 
1,450,159.93 
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$ 863,314,060.38 $2,836,112,899.68 $1,761,659,049.51 
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Entire Gross Estate of Husband Held Tax- 
able Under California Law 


N determining the gross estate of a deceased 

husband for the purpose of the Federal estate 
tax there should be included the entire value of the 
community property acquired under the laws ot 
the State of California. T. D. 3891. 

All pending estate tax cases, regardless of the date of 
the deceased husband’s death, should be disposed of upon 
the basis of this opinion, says the Treasury ruling. In 
all other cases where action has been taken up on the basis 
of the former opinion of October 9, 1924 (T. D. 3670), the 
necessary steps will immediately be taken to protect the 
interests of the Government unless, because of the statute 


of limitations, or other provisions of law, such steps are 
barred. 


Particular attention is invited to the fact that the Attorney 
General states that the Treasury Department should be left 
free to litigate to a final conclusion in the Supreme Court 
of the United States the question of whether, in California, 
on the prior death of the husband, the entire value of the 
community property should be included in his gross estate. 
In cooperation with the Attorney General, the Treasury 
Department will endeavor to obtain a decision from the 
Supreme Court of the United States decisive of the question 
involved, and every effort will be made to expedite the 
case selected for the test. 

This ruling was issued as a consequence of the 
withdrawal by the Attorney General of a previous 
opinion that the wife had a vested interest in the 
community property and that the Federal estate tax 
applied to only the half of the estate transferred 
to her upon her husband’s death. The decision of 
the Supreme Court of the United States in the case 
of United States v. Reuel D. Robins, Jr., et al., 
decided January 4, 1926, held there was no such 
vested right in the wife and that the income of 
husband and wife from the community property 
was subject to income tax. Mr. Sargent takes the 
view in the new opinion that the application of the 
Federal estate tax should not follow a different 
principle than applied to the income tax. 


Commissions on Loans Invariably Income 
To Banks When Loans Are Made 


OMMISSIONS charged by banks making real 
esate loans frequently cover not merely the 
expense connected with the making of the loan but 
also the selling expense and expense after the loan 
is sold. Inquiry to the Bureau of Internal Revenue 
has been made as to whether in such cases the 
commissions charged at the time of making inter- 
est-bearing loans are income to the bank at the 
time the loan is made as held in S. M. 3820; 
1V-34-2327. 


In support of the view that such commissions 
should not be regarded as income at the time the 
loan is made, the point was made in raising the 
question, that since some of the expense which the 
commission covers is not incurred until a period 
subsequent to the making of the loan the commis- 
sion is not earned until such expense has been 
incurred. 

In holding that the published ruling, as previous- 
ly made, applies in such cases, A. W. Gregg, Gen- 
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eral Counsel of the Bureau of Internal Revenue, 
says :* 

It is asserted that the selling expense forms on the average 
75 per cent of the total expense covered by the commission, 
and the expense after the loan is sold covers 15 per cent, 
while the expense connected with the making of the loan 
forms only 10 per cent of the total, and it is urged that 
therefore the proper time at which to take the commission 
into income is when the principal part of the total expense 
has been fully paid or incurred, which is when the loan is 
sold, or, in the event that it is not sold, when it is paid. 

It is to be observed, in the first place, that this argument 
applies only to the accrual of the income, and has no bearing 
in determining when it is received. In the second place, 
the incurring or paying of such selling expense is not at 
all a condition upon which the right of the bank to retain 
the commission depends. The bank has a right to retain 
the commission, and does retain it, regardless of how much 
or how little of such expense it incurs in the particular case, 
and regardless of whether it makes any effort to sell the 
loan, and regardless of whether it sells or retains them. 
In short, the bank has a right to retain the commission, 
and does retain it, regardless of whether it sells or retains 
them. In short, the bank has a right to retain the com- 
mission, and does retain it, regardless of what happens after- 
wards. 





*G. C. M. 222: V-28-2820. 


Congressional Committee Created to Study 
Tax Reform Possibilities Organized 


HILE in the enactment of the Revenue Act of 

1926 Congress did not attempt broad changes in 
the revenue system designed to remove complications in 
the operation of the income tax, it created the Joint 
Congressional Committee on Internal Revenue Taxation 
to investigate the operation and effects of the Federal 
system of internal revenue taxes and to make a study of 
methods for simplification of the tax. To this commit- 
tee Congress will look for guidance in future revenue 
legislation. ' 

Initial organization steps were taken at a meeting of 
the committee in early July, at which Rep. Wm. R. 
Green, chairman of the Ways and Means Committee, 
was elected chairman. Plans have not yet been def- 
initely formulated, but it is expected that the committee 
will organize its staff soon and begin its work in the 
early fall. 


The committee is vested with the same power as held 
by the Finance Committee of the Senate and Ways and 
Means Committee of the House to obtain data and 
inspect returns, and to submit any relevant or useful 
information thus obtained to the two Houses or the two 
committees thereof. It is empowered to appoint and fix 
the compensation of a clerk and of tax experts and of 
clerical, stenographic and other assistants ; to hold hear- 
ings and to have sessions not only at Washington but at 
such other places and times as it deems advisable; to 
subpoena witnesses, require production of books, papers 
and documents ; to administer oaths, to take testimony ; 
and to make necessary expenditures, with a specific lim- 
itation of 25 cents per hundred words on the cost of 
stenographic service. 


Duties of Committee 


The joint committee, under the terms of Section 
1203 of the Revenue Act, is limited to members of 
the Senate Committee on Finance and the House 
Ways and Means Committee, which have jurisdic- 
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tion of tariff and revenue measures in two houses of 
Congress. No person may continue to serve on the 
joint committee after he has ceased to be a member 
of the Finance or Ways and Means Committee except 
that the members chosen by the Ways and Means who 
have been re-elected to the House may continue to serve 
as members of the joint committee, notwithstanding the 
expiration of a Congress. 

The specific duties assigned the Joint Committee by 
the statute are as follows: (1) To investigate the opera- 
tion and effects of the Federal system of interna! 
revenue taxes; (2) to investigate the administration of 
such taxes by the Bureau of Internal Revenue or by any 
executive department, establishment or agency charged 
with their administration; (3) to make such other in- 
vestigations in respect of such system of taxes as the 
Joint Committee may deem necessary; (4) to investi- 
gate measures and methods for the simplification of 
such taxes, particularly the income tax; (5) to publish 
from time to time, for public examination and analysis, 
proposed measures and methods for the simplification 
of such taxes, and to make to the Senate and the House 
not later than December 31, 1927, a definite report 
thereon, together with such recommendations as it may 
deem advisable; (6) to report from time to time to the 
Committee on Finance and the Committee on Ways and 
Means, and, in its discretion, to the Senate or to the 
House, or both, the results of its investigations, together 
with such recommendations as it may deem advisable. 

The members of the committees are Representative 
Green, chairman; Senators Smoot (Rep.) of Utah, 
Watson (Rep.) of Indiana, Reed (Rep.) of Pennsyl- 
vania, Simmons (Dem.) of North Carolina, and Jones 
(Dem.) of New Mexico, and Representatives Hawley 
(Rep.) of Salem, Oregon; Treadway (Rep.) of Stock- 
bridge, Massachusetts; Garner (Dem.) of Uvalde, 
Texas, and Collier (Dem.) of Vicksburg, Miss. 

The members will receive no compensation besides 
that received as senators or representatives in Con- 
gress. They, however, are entitled under the law to 
reimbursement for travel, subsistence and othér neces- 


sary expenses, to be paid proportionately out of the 
contingent funds of the two houses. 


Tax to Be Withheld on Tax-free Covenant 
Bonds May Be Reduced to 144 Per Cent 


ECTION 221 (b) of the Revenue Act of 1926 

provides for withholding a tax of 2 per cent of 
the interest upon tax-free covenant bonds, but the 
rate is reduced to 1% per cent in the case of a 
citizen or resident of the United States if he files 
with the withholding agent a notice in writing that 
his net income in excess of the credits provided in 
Section 216 does not exceed $4,000. 

Further information to banks and bondholders 
has been given in a mimeograph issued by the Com- 
missioner of Internal Revenue, as follows: 

In order that the debtor corporation may pay the proper 
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rate of tax it is therefore necessary that the bondholder 
execute the proper ownership certificate which serves as a 
notice that his net income is such as to require a withholding 
at the rate of 2 per cent or 1% per cent. Bondholders who 
are citizens or residents of the United States should execute 
Form 1000A when presenting coupons for collection, if their 
net income in excess of the credits provided in Section 216 
does not exceed $4,000, which serves as the notice in writing 
required by the statute to the debtor corporation that a tax 
of only 1% per cent shall be withheld and paid at the source. 
All other bondholders not claiming exemption will execute 


Form 1000 when presenting their coupons for collection 
as formerly. 


It is believed that there will be about an equal number 
of Forms 1000 and 1000A required by bondholders, provided 
these forms are properly used. In view of this, it is sug- 
gested when requests are received for a supply of Form 1000 
that the quantity be reduced by one-half and Form 1000A 
substituted therefor. Requests made to this office for a 
supply of each of these forms should be made accordingly. 
It is requested that as much publicity as possible be given 
to the use of Form 1000A in order that bondholders and 
banks may become familiar with this form at the earliest 
possible date. 


Trust Held Not Taxable for Income from 
Fund Invested for Beneficiaries 


EFUNDS in many instances will be due if the 

decision of the Federal District Court of Min- 
nesota in Ordway, Trustee, v. Wailcutts, Collector, 
is upheld. The court held that income from prop- 
erty held in trust which at the trustees’ discretion 
is partly payable to or for beneficiaries and the bal- 
ance invested for them is, under the 1921 and prior 
acts, taxable to the beneficiaries as “income which 
is to be distributed to the beneficiaries periodically.” 


The case involved a trust created in favor of the 
five children of the testator, the income from three 
parts of the estate to be distributed and from the 
shares set aside for two.minor children provision 
was made that such sum shall be expended for 
their account until they reach the age of twenty- 
six years as the trustees may deem necessary for 
their maintenance, education and support, the re- 
mainder to be invested by the trustees for their 
benefit and allowed to accumulate. The income 
from the accumulated amount is to be paid to the 
minor children upon their reaching the age of 
twenty-one. 


Taxation of the income payable to the three 
adult children of the founder of the trust is not 
in dispute. The government contends, however, 
that the income not distributed to the minor chil- 
dren should be taxed to the trust. 


In rendering the decision against the Govern- 
ment the Court takes the view that the income 
invested for the minor children is “definitely and 
legally distributed to the beneficiaries, as effectually 
as if it had been handed over to their guardians.” 
“Tt is distributed to them in one of the only methods 
in which the estates of minors can be held and 
invested, namely, under guardianship or trustee- 
ship.” 

The possibility of refunds in similar cases makes 
the decision important. The Government is ex+ 
pected to appeal from the decision of the district 
court. 
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Repeal of Tangible Personal Property Tax 
in New York Is,Recommended 


( Beene in the system of taxation in the State of 

New York are recommended in a report of the 
Special Joint Committee on Taxation and Retrench- 
ment, which was created by the State legislature. 

The committee proposes the repeal of the tax on 
tangible personal property and the reduction of the 
State tax as rapidly as possible, to the end that it may 
eventually be abolished. It opposes tax exemption. 

New taxes to take the place of those the reduction or 
repeal of which are recommended, says the report, are 
suggested as follows: A tax on incorporated manufacturers 
and merchants, to compensate the local units of govern- 
ment for the exemption from taxation of tangible personal 
property; a gasoline tax, to be distributed back to the local 
units of government as nearly as may be possible in relation 
to highway use; the revision of taxation on public utilities 
so that in place of the present local taxes there be substi- 
tuted a tax based upon the gross and net income of the 
public utilities. 

Suggests Increased Rates 


Regarding the income tax the report says: 

With relation to the personal income tax it is pointed out 
that with the reduction of the Federal tax on income the 
State can increase its rates slightly, so that it may take its 
place as an elasic tax to supplant the direct State tax which 
now performs the function. 

It is fundamental that no clear understanding can be had 
of the question of taxation without first knowing how much 
money must be raised for tax purposes, and whether or not 
these amounts are increasing or decreasing, and by what 
percentages. If the approximate amount of State expenses 
for all purposes can be estimated, then the tax system may 
be laid out to provide the necessary funds.” 


The committee urges that the State change gradually 
from a policy of paying for capital expense from bonds 
to a policy of paying for all recurring annual expendi- 
tures for permanent improvements and investment from 
current revenues, using bonds for emergency purposes 
only. , 


Realtors’ Profits on Property Held Over 
Two Years Not “Capital” Gain 


NLESS a real estate dealer can establish that any 
U of the property sold by him was held primarily 
for investment rather than for sale, the profits from the 
sale of the property do not constitute capital net gain 
within the meaning of Section 206 of the Revenue Act 
of 1921 and Section 208 of the Revenue Act of 1924, 
which specify a flat tax rate of 12% per cent on such 
net gain, even though the property has been held for 
more than two years, according to an opinion by A. W. 
Gregg, general counsel of the Bureau of Internal 
Revenue. 

The opinion was rendered upon request by a tax- 
payer for information as to whether a real estate dealer, 
in computing his tax on sales of property held for more 
than two years, was entitled to the benefits of Section 
206 of the Revenue Act of 1921 and Section 208 of the 
Revenue Act of 1924. The opinion, in part, follows: 


Real property owned by real estate dealers constitute 
their stock in trade, and theretore the profit from the sale 
of such property does not constitute capital gain within 
the meaning of Section 206 of the Revenue Act of 1921, 
even though the property has been held for more than two 
years. 

It should be noted that a real estate dealer is not in the 
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position of a person carrying on an ordinary commercial or 
manufacturing enterprise in connection with which it is 
found necessary for purposes of the business to purchase 
additional property. In the case of real estate dealers the 


land constitutes the commodity which is to be sold and 
dealt in. 


It is evident that the real property regularly bought and 
sold by a real estate dealer is property held primarily for 
sale. By the express provisions of Section 208 (a) of the 
Revenue Act of 1924, such property could not become capi- 


tal assets, even if held by the taxpayer for more than two 
years. 


However, if a dealer can establish that any of the prop- 
erty sold by him was held primarily for investment rather 
than for sale, the provisions of Section 206 (b) of the Rev- 
enue Act of 1921, and Section 208 (b) of the Revenue Act 


of 1924, will apply to the taxation of the profits realized 
from the sale thereof. 


The Effect of the Sixteenth Amendment 
(Continued from page 275) 


division thereof. In view of the broad language of 
the Supreme Court and the attitude of Congress and 
the Treasury Department, it may be considered settled 
that the Sixteenth Amendment did not empower 
Congress to lay a tax on the income from state or 
municipal bonds, or the salaries of officers and em- 
ployes of a state or a municipality thereof. 

The Sixtenth Amendment, as stated before, was 
the result of the decision of the Supreme Court in 
the case of Pollock v. Farmers’ Loan & Trust Com- 
pany, supra, to the effect that a tax on the income 
from realty and personalty was equivalent to a tax 
on the realty and personalty itself, and that inasmuch 
as a tax on realty and personalty was a direct tax 
subject to the rule of apportionment, a tax on the 
income therefrom was likewise a direct tax which was 
required to be apportioned among the several states in 
accordance with the census or enumeration. In that case 
the court recognized that an income tax on the income 
from a business or on a salary was an indirect tax 
subject to the rule of uniformity. In other words 
the source of the income was made the criterion for 
determining whether a tax thereon was direct or in- 
direct. 

It was to eliminate the source of the income as 
the factor in determining whether a tax on such in- 
come was subject to the rule of apportionment or 
the rule of uniformity that Congress inserted the 
words “from whatever source derived” in the draft 
of the amendment. These words rendered it imma- 
terial from whatever source the income was derived, 
—whether from realty or personalty or from business 
or salaries. In either case a tax could be levied there- 
on “‘without apportionment among the several states, 
and without regard to any census or enumeration,” as 
the amendment further provided. 

In view of the foregoing, we conclude that the 
Sixteenth Amendment did not grant new powers of 
taxation to Congress. It merely removed the existing 
constitutional requirement that a tax on income be 
levied in accordance with the rule of apportionment 
where a tax on the property from which the income 
was derived was required to be laid by that rule. In 
short the Sixteenth Amendment eliminated altogether 


the rule of apportionment in so far as it applied to an 
income tax. 
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HENEVER income tax legislation is being consid- 
ered by Congress, there are always a considerable 
number of our citizens, who, on the plea of benefit to 
taxpayers from evening up income tax liability from year 
to year, advocate adoption of the British method of assess- 
ing income taxes on a basis of an average of the annual 
income for three years. mr 
In Great Britain the general consensus of opinion seems 
to be that the theoretical benefits of the three-year average 
system are greatly overbalanced by serious disadvantages. 
It is worthy of note that the Income Taxpayers’ Society 
of Great Britain has succeeded in bringing about the aboli- 
tion of the three-year average basis as a means of simplify- 
ing the income tax assessment. The new method of assess- 
ment on a single year income basis will not become effective 
until April 5, 1927, but its inauguration is anticipated with 
a feeling of great relief by British taxpayers. 


Prior. to the announcement by the British government 
that the three-year average basis would be abolished, a 
communication in the London Times from Lord Decies, 
Director of the Income Taxpayers’ Society, included the 
following paragraph in appraisal of the benefits which 
would be derived from assessment of the rates on the 
income of the preceding year: 


“The correspondence which has appeared in ‘The Times’ 
during the past few days on the assessment of the income 
tax shows once again the advantages which would accrue 
from simpler methods of assessment, and there is, without 
doubt, general agreement that the only satisfactory basis 
is that of taxation on the preceding year’s income, in the 
first place, at any rate, as regards schedule D. With this 
reform, there would come a tremendous saving of labor 
(and, incidentally, saving of the cost of it to the taxpayer), 
and the simplification of forms would be so great that at 
last the documents might become understandable to the 
man in the street.” 

In view of the stress now being placed upon the need for 
simplification of the levy of the Federal income tax, it is 
evident from the experience in Great Britain that adoption 
of a method of assessment on a basis of an average of 
years would be a step in the opposite direction. 


‘THE failure of Congress to enact any legislation designed 

to compensate for the disparity between prices of farm 
and manufactured products is having the effect of fostering 
agitation in the Middle West and West for tariff reduc- 
tion. This development may operate as a barrier against 
the effort being launched to obtain a reduction of the tax 
rate on corporate incomes. 


Consideration of the tax reduction proposals in behalf of 
corporations would be certain to give greater impetus to 
demand for lower tariff schedules on many classes of com- 
modities. It is safe to assume that the Administration will 
avoid tariff complications as long as possible. 

Even though a readjustment of income tax rates were 
not accompanied by the danger of extraneous complica- 
tions, it is not probable that in the next three-month ses- 
sion of Congress it will be considered expedient to attempt 
to conciliate all the various classes of taxpayers who desire 
benefit of further lightening of the tax load. 

Moreover, until it can be demonstrated that the Treasury 
surplus for the next and following fiscal year will be sub- 
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5 pn profits today, as never before, are 
demanding a systematic, business-like busi- 
ness technique. “Applied Budgeting” gives you 
this business technique. It represents the cream 
of the experience of scores of the nation’s lead- 
ing executives. Built up from a wide back- 
ground of successful budget systems this new 
book really gives definite working principles that 
anyone can easily apply. 


Budget Your Business to Stabilize 
It, Insure It—Control It 


IGHT at the start “Applied Budgeting” lays down a 
series of budgeting principles. Then for eleven 
specific industries the authors explain just how to use 
them to organize and install a profit-paying plan of con- 
trol for your own business. Clearly worked out so that 
you can see every step by the way, you are shown how 
leading business concerns forecast their future expenses 
and probable revenues—approved budgets for Oil Com- 
panies, Railroads, Banks, Newspapers, Construction and 
Contracting Companies, Metal Works, Department Stores, 
Canneries, Hotels, Ice Cream and Garment Manufacturers. 
You can see exactly what forms they use; actual figures 
giving operation and selling expense ratios; actual fore- 
casts of earnings and expense; special ways to set sales 
quotas and estimate future demand. 
You are shown, too, how to apply the principles of the 
budget to widely different types of businesses. For ex- 
ample, the Ice Cream budget applies to industries that 
work from cost and expense standards. The Oil budget 
applies to any industry affected by tremendous day-to- 
day fluctuations; the Canning budget, to any seasonal 
industry, and so on. 


‘Outlines the Budgeting Metkods 


of Leading Concerns 


HEN you consider that this remarkable new book 

gives you the actual plans, methods and figures that 
are in daily use in’ such concerns as the Pacific Coast Oil 
Company, Pennsylvania Railroad, Guaranty Trust Com- 
pany, New York World, Turner Construction Company, 
Perfection Stove Company, Abrams & Straus, Inc., United 
Hotels Company, Eastern Dairies, Inc., Dutchess Manufac- 
turing Company—don’t you think that you yourself could 
profit by their experience and methods? 


Sent on Approval! 


An examination will quickly prove the value of this new 
book to you. Send no money now. Simply mail the 
handy coupon below. 

—=— —-=—SEND NO MONEY—MAIL COUPON— — —— 
A. W. SHAW COMPANY, 

Cass, Huron and Erie Streets, Chicago. 


Please send me, on approval, Bruere and Lazarus’ new 
book, “Applied Budgeting,” flexible binding, gold stamped. 
Within five days after its receipt I’ll send you $7.50 plus 
few cents for mailing charge, or return the book. 
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stantially larger than the Treasury estimates, further tax 
reduction is not likely to receive ‘strong support. 


Toe actual cost of the Government last fiscal year ended 
June 30 increased $55,344,427 over the previous year, 
totaling $3,584,987,873, it was shown in the itemized list of 
expenditures made public by the Treasury. ; 

Ordinary expenditures amounted to $3,097,611,822, an in- 
crease of $34,506,490. The cost of the public debt accounted 
for the remainder of expenditures, $487,376,050, an increase 
of $20,837,937. 

The War and Navy departments made the principal re- 
ductions, while the departments of Interior, Labor and 
Agriculture also showed decreased expenses. 

War department expenditures were $6,800,000 less than 
a year ago, -totaling $355,072,225, while navy costs were 
$33,500,000 less than a year ago, amounting to $301,759,041. 

The Veterans’ Bureau was the most costly government 
establishment, requiring $404,692,185, compared with $384,- 
715,796 a year ago. The cost of the adjusted service cer- 
tificate fund amounted to $120,152,238, compared with $99,- 
458,769 the previous year. 


N SPITE of a sincere economy effort on the part of the 
] Administration, the ordinary civil activities of the Gov- 
ernment cost more than they did when President Coolidge 
took office due to expansion of activities provided for by 
Congress. There is not much opportunity for further re- 
duction of expenses except by reduction of the national 
debt. On the contrary; as the country grows, it may be 
expected, even if a rigid economy policy is maintained, that 
the cost of maintaining the Federal Government will tend 
to rise. 


N A desperate effort to prevent financial disaster in 

France’ Premier Poincaré proposes as a remedy an 
increase in indirect taxes. The weakness of the French 
fiscal policy .has been the failure to levy adequate direct 
taxes. The French are heavily taxed, but, because the 
bulk’ of the revenue is obtained by indirect taxes, the bur- 
den tends to be in inverse ratio to the material resources 
of the taxpayers. The possibility of pyramiding sales taxes 
results in a tax cost to consumers considerably larger than 
the revenue obtained by the government. 

Had France in meeting the obligations resulting from 
the World’ War applied an income tax with the same cour- 
age and determination as was done by Great Britain and 
the United States, there seems reason to believe that the 
present critical fiscal situation would not have occurred. 


Interest Charges on National Debt Re- 
duced $50,000,000 During Past Year 


OR the fiscal year ended June 30, interest payments 
on the United States government amounted to 
$831,937,700, against $881,806,662 in the fiscal year 
ended June 30, 1925, a decrease of $49,868,962. The 
fiscal year ended June 30, 1925, showed a decrease of 
$58,796,250 and fiscal year ended June 30, 1924, a 
decrease of $115,320,777, making a total of $223,985,- 
989 since 1923, when the payments reached their peak 
for all time at $1,055,923,689. 


The following table gives interest payments by fiscal 
years since 1918, showing the rapid increase due to 
financing the war and the gradual decrease effected 
since the peak in 1923. 


BE covcseese $ 831,937,700 eer $ 999,144,731 
A 881,806,662  1920.......... 1,020,251,622 
Be sie orini «- 940,602,912 PEEP ev ss veakes 619,215,569 
. Se 1,055,923,689 - 1918.......... 189,743,277 
Se ee 991,000,759 


The decrease in interest payments over the last six 
years has been due to two factors: a gradual paring 
down of the large national debt incurred in financing 
the war and extending aid to the allies and a lower 
average annual interest rate. 
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Court Decisions = 
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Business Expenses.—A lessee on an accrual basis may 
not take an expense deduction in 1919 on account of con- 
tracting to pay a portion of the cost of alterations and im- 
provements begun in 1919, where no payments were made 
until 1920, the year in which the lease took effect.—District 
Court, District of Mass., In re Hatch. ; 

Capital Stock Tax.—A corporation exercising none of its 
corporate powers but engaged only in exchanging its stock 
for other stock and borrowing money to buy such other 
stock, pay taxes, and maintain its corporate existence is not 
“carrying on or doing business” so as to subject it to the 
capital stock tax.—Decision of Circuit Court of Appeals for 
the Third Circuit in United States of America v. Three Forks 
Coal Company. 

Losses.—Where a judgment rendered against the tax- 
payer on an accrual basis is appealed, it is not a deductible 
loss until the year in which the litigation is ended.—Court 
of Claims of the United States in Malleable Iron Range Com- 
pany v. United States. 

Personal Service Classification.—A live stock commission 
corporation, which, upon making a sale, immediately gives 
consignor its check, or which makes purchases for custo- 
mers from its own funds, although almost immediately 
reimbursed, is not a personal service corporation, because 
capital is a material income-producing factor.—Decision of 
District Court, S. D. of Ohio, W. D. in Hubbard-Ragsdale 
Company v. Charles H. Dean, Collector. 

Refund Actions.—A court action for a refund upon a 
ground admitted to be correct and allowed as a credit 
against a proposed additional assessment may .not be 
brought where an appeal from the additional assessment has 
been taken and is pending before the Board of Tax Ap- 
peals.—District Court, W. D. of Pennsylvania in Louis Walz 
v. United States. 

Taxable net estate under the 1918 Act does not include 
property irrevocably transferred by decedent in 1908 to 
trust created by another, though the decedent received half 
of the trust income during another’s minority, then life 
estate in the trust fund, with remainder over, to bene- 
ficiaries under the original trust—Decision of Court of 
Claims of United States in William C. Arnold, Executor v. 
The United States. 

Statute of Limitations.—A suit for income taxes for 1919 
brought over five years after the return was filed is barred 
by limitation, although brought about three years and five 
months after assessment.—Supreme Court of the District 
or in United States of America v. Godfrey L. 

avot. 

Trust Estates.—Taxable net estate under the Revenue 
Act of 1918 does not include property irrevocably trans- 
ferred to trustees in 1910, 75 per cent of income which was 
to be paid decedent while he and his wife lived and 50 per 
cent to the survivor, the balance to be paid to the children, 
and upon death of the survivor, trust to terminate and the 
estate to be disributed among the children—Court of 


Claims of the United States in Miller et al., Trustees v. The 
United States. 


Property transferred in trust, the donor reserving a life 
estate and the power to alter or revoke during his life, dis- 
tributable to the beneficiaries at a certain date, or at the 
donor’s death if prior thereto, was a transfer “intended to 
take effect in possession or enjoyment at or after death” 
under Section 402, Act of 1918, where the donor died prior 
to the certain data—Decision of District Court, S. D. of 
Ohio, W. D. in Edgar Stark, Executor, v. The United States. 


Where a beneficiary for life of the income from a trust 
transferred personalty to the trust in 1910, he had no “inter- 
est” therein at his death in 1922 requiring inclusion of the 
value of such personalty, including any increase thereto, in 
his gross estate under Section 402, Act of 1921. (2) If it 
was the intent of Congress to include property so trans- 
ferred in gross estate, then such inclusion was unconstitu- 
tional as an attempt by Congress to do something uncon- 
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stitutional under the guise of an excise tax.—Decision of 
Circuit Court of Appeals for the Second Circuit in Walter 
E. Frew et al., Executors, v. Frank K. Bowers, Collector. 

Trust Income.—Income from a trust fund which at the 
trustees’ discretion is partly payable to or for beneficiaries 
and the balance invested for them, is, under the 1921 and 
prior Acts, taxable to the beneficiaries as “income which is 
to be distributed to the beneficiaries, periodically.”—Dis- 
trict Court of Minnesota in John G. Ordway et al., Trustees, 
v. L. M. Wilcutts, Collector. 


Significant Decisions of the Board of Tax 
Appeals 


Bad Debts.—Indebtedness evidenced by a bond may be 
ascertained to be worthless prior to the maturity. date of 
the bond. Cost of Imperial Russian Fifth War. Loan bonds 
allowed as deduction in 1920 as a debt ascertained by the 
taxpayer to be worthless and charged off in that year.— 
Appeal of Samuel Bird. 

Business Expenses.—In the Appeal of Edwin C. Branden- 
burg, Executor, expenses of exhibiting horses at state fairs, 
such horses being used to advertise the business of the tax- 
payer, were held to be proper deductions from income. 

Capital Expenditures——The amount paid for services in 
procuring a lease is a capital expenditure which should be 
spread over the life of the lease—Appeal of D. N. and E. 
Walter & Company, Inc. 

Contracts, Capitalization of—Capitalized value of con- 
tracts acquired without cost may not be included in stat- 
utory invested capital or exhausted ratably for the purpose 
of taking annual deduction from gross income.—Appeal of 
National Film Publicity Co. 

Deductions from Gross Income.—In 1919 the water level 
in the Chicago River suddenly and unexpectedly. receded 
and thus exposed part of the foundation piles under the 
decedent’s building. These piles immediately started to 
rot, which caused the wall of the river side to settle to such 
extent that the collapse of the building threatened. The 
cost of shoring up the wall and repairing the foundation was 
a proper deduction from gross income under Section 
214 (a) (1), Revenue Act of 1918— Appeal of Illinois Mer- 
chants Trust Co., Executor, Est. of Wm. R. Manierre, 
deceased. 


After having paid a general contractor for the construc- 
tion of a building, the taxpayer became insolvent in 1920 
before subcontractors and material men were paid. They 
filed liens against the building and obtained judgments 
against the taxpayer which it paid off in 1920. It could not 
collect the amounts paid from the general contractor be- 
cause of its insolvency. Held, that the loss sustained was a 
legal deduction from the gross income of 1920.—Appeal of 
the Leichner & Jordan Co. 

Evidence, Presentation of.—Facts which do not appear in 
the record but which are contained only in petitioner’s 
brief are not before the Board so as to enable it to base any 
decision thereon.—A ppeal of Southern California Loan Ass’n. 

Evidence, Weight of.—Where the recollection of a wit- 
ness as to the date upon which a certain transaction took 
place several years past conflicts with accounting -records 
made at the time of the transaction, and. no basis is shown 
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for believing the recollection of the witness to be more 
accurate than the written record, the latter is entitled to the 
greater weight.—Appeul of Deslage Consolidated Lead Com- 


y. 

Exchange of Securities —Where, as the result of a mer- 
ger, the interests of the stockholders are substantially dif- 
ferent from their interests prior to such merger, the trans- 
action may result in a taxable gain, even though the 
corporate identity of the corporation in which the taxpayer 
is a stockholder continues.—Weiss v. Stearn, 265 U. S. 245; 
Marr v. United States, 268 U. S. 536. Principle applied in 
Appeals of A. J. Siegel, et al. 

Iucome, Definition of—In conformity with the statutes 
of the States of Indiana and Ohio, certain citizens desiring 
to obtain electric service constructed certain transmission 
lines at a cost of $10,500 and transferred the same to the 
taxpayer which was required by statute and regulations of 
the Public Utilities Commission, thereafter to maintain said 
lines and to furnish electrical current to the subscribers to 
the cost of constructing said line, and, to such other sub- 
scribers for electrical service upon the payment of the cost 
of equipment necessary to make connection with said lines, 
at rates to be prescribed by the Public Utilities Commis- 
sion. Held, that the transmission lines, which became the 
property of the taxpayer upon being transferred to it by 
the constructors, did not constitute taxable income within 
the meaning of the Sixteenth Amendment to the Constitu- 
tion and the Revenue Acts of 1921.—Appeal of Liberty Light 
& Power Co. 

Inventories, Valuation of—The deduction of an arbitrary 
figure, seven per cent from invoice price of goods to com- 
pensate for discounts in fixing cost value of inventories is a 
method not in compliance with article 1538 of Regulations. 
—Appeal of C. E. Longley Co. 

Invested Capital.—Capitalized value of contracts acquired 
without cost may not be included in statutory invested capi- 
tal or exhausted ratably for the purpose of taking annual 
deduction from gross income.—Appeal of National Film 
Publicity Co. 





August, 1926 


Amounts paid out of earnings by a corporation as prem- 
iums on the lives of its officers in excess of that part of 
premiums which is applicable to pure term insurance, 
should be included in invested capital as earned surplus.— 
Appeal of E. J. Gallagher Realty Company. 


jurisdiction of Board.—In the case of an appeal pending 
before the Board at the time the Revenue Act of 1926 be- 
came effective, in which the only allegation of error related 
to a year for which no deficiency had been determined, the 
Board is without jurisdiction under the 1926 Act to deter- 
mine whether an overpayment of tax has been made for 
such year which may be applied to reduce a deficiency for 
another year.—Appeal of R. P. Hazzard Company. 


Where the Commissioner determined a deficiency for one 
year, and an overassessment of tax for another, such over- 
assessment not arising from the denial of any claim for 
abatement of a deficiency, and the petition alleges error 
only to the year for which an overassessment was deter- 
mined, the Board has no jurisdiction of the appeal._—A ppeal 
of Cornelius Cotton Mills. 


The Revenue Act of 1926, Section 283 (b), does not give 
jurisdiction to the Board of an appeal over which it had no 
jurisdiction under the Revenue Act of 1924. 


Where a petition on appeal was filed with the Board 
under the Revenue Act of 1924, but more than sixty days 
after the date when the notice of the determination of the 
deficiency was mailed to the taxpayer, no appeal is pending 
at the date of the enactment of the Revenue Act of 1926, 
and the Board has no jurisdiction to redetermine the de- 
ficiency.—A ppeal of United Paper Company. , 

Merchandise Costs.—The taxpayer acquired by purchase 
14 bales of cotton during 1919, which he sold during that 
year. The cotton cost $2,074.09. It was purchased from a 
person who was indebted to the taxpayer and it was not 
known at the time of the purchase exactly how the account 
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stood between them—whether the purchase of the cotton 
would balance the account or how much would be owing 
over the amount of the indebtedness. A part of the pur- 
chase price of these 14 bales of cotton was paid in 1920 
when an agreement was reached on the account between 
the parties. Inventories were taken by taxpayer on the 
basis of cost. Under the facts, held that merchandise 
actually purchased, whether the price was fully paid or 
not, and sold during a taxable year, should be added to 
purchases during the year, even if the taxpayer was on the 
cash receipts and disbursements basis.—Appeal of Bob H. 
McGinnis. 

Net Loss, Deductions for.—For the fiscal year ending 
March 31, 1921, the taxpayer sustained a net loss as defined 
in Section 204 (a) of the Revenue Act of 1921. With the 
approval of the Commissioner it changed its fiscal year and 
filed a return for the period beginning April 1, 1921, and 
ending February 28, 1922, and claimed the right to deduct 
a portion of such net loss from the income for such period. 
Held, that no part of such net loss may be allowed as a 
deduction.—A ppeal of Arthur Walker & Co., Inc. 

Procedure in Appeal.—The Board is a quasi-judicial body 
and Federal judicial decisions, relative to limitation of time 
for instituting proceedings, are applicable in its procedure 
and practice.—A ppeal of Southern California Loan Ass’n. 

Statutory Period.—The statutory period within which ap- 
peals may be filed runs from the date of mailing deficiency 
notice and not from the date such notice bears.—Appeal of 
Southern California Loan Ass'n. 
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Treasury Rulings 
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_ Business Expenses.—The amount expended for legal serv- 
ices rendered in contesting a proposed additional assessment 
of income tax resulting from the adjustment of an item 
entirely personal in nature and in nowise connected with the 
business carried on by the taxpayer represented a personal 
rather than an ordinary and necessary business expense and 
is not deductible under the Act of 1921—G. C. M. 263: 
V-28-2823. 

Compensation, State Officers and Employees.—(Acts of 
1918 and 1921.) The taxpayers acted as attorneys for re- 
ceivers appointed by the courts of the State of Indiana and 
also as counsel for the special coal and food commission 
created by said state. They are not entitled to exemption 
either as officers or employees of the State of Indiana or 
a political subdivision thereof but are to be considered as 
independent contractors.—S. M. 5694: V-28-2822. 

Credit for Taxes.—The income tax paid to a foreign 
country by an individual citizen of the United States upon 
income excluding foreign gross income under Section 213 
(b) 14 of the Revenue Act of 1926 may not be claimed as 
credit under Section 222 nor as a deduction under Section 
214 of the Revenue Act of 1926. I. T. 2294: V-27-2815. 

Deficiency Assessments.—If a taxpayer is adjudicated a 
bankrupt before an assessment of a deficiency has been 
made, and an assessment of a deficiency is made the basis 
in Section 28 of the Revenue Act of 1926, a sixty-day letter 
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as provided in Section 279 (b) should not be sent by the 
Commissioner. 

The bankruptcy court before which the proceedings are 
held has the jurisdiction, subject to a revisal by a higher 
court in case of an appeal, to determine the amount of the 
tax to be paid.—G. C. M. 1: V-27-2816. 

Gain or Loss, Determination of—A _ stockholder  sur- 
rendering to a corporation pro rata with other stockholders 
50 per cent of its stock in the corporation in order to deter- 
mine a deficit appearing on the books of the company 
realizes no taxable gain and sustains no deductible loss from 
such transaction.—S. M. 4447: 5-25-2805. 

Interest on Refunds and Credits——Under Section 1019 of 
the Revenue Act of 1924 interest on a refund is to be com- 
puted to the date on which the Commissioner signed the 
authorization to the disbursing clerk of the Treasury direct- 
ing him to pay the refund. Where a tax is paid in quarterly 
installments, interest is payable only on the excess of the 
total amount over the tax and is to be computed on such 
excess from the date paid—T. D. 3886: 5-26-2812. (This 
regulation is based on the decision of the United States 
Supreme Court in Girard Trust Company v. United States.) 


Property Exchanges. — Where a taxpayer exchanged 
voting trust certificates evidencing ownership of stock in a 
corporation for free stock of such corporation, leaving him 
with essentially the same property as he had before the 
exchange, the transaction is not a final disposition of prop- 
erty on which gain or loss is recognized under the Revenue 
Act of 1926.—I. T. 2292: 5-26-2809. 

Where a testator left real estate to his sons for life with 
remainder over and subsequently the court having jurisdic- 
tion ordered the property sold and placed in trust, the 
trustee to pay the current income to the life tenants and to 
hold the remainder for distribution to the remaindermen, 
and where in such sale in 1925 selling price is in excess of 
the basis (i. e., the fair market value of the property at the 
date of the death of the testator or the March 1, 1913, value 
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of the property, whichever is greater) a profit is realized 
by the trust to the extent of such excess, which is neither 
distributable to the life tenants nor at the present time to 
the remaindermen, and must be reported as income for 
income tax purposes by the trustee for the year 1925, in 
accordance with the provisions of Section 219 (a) of the 
Revenue Act of 1926.—G. C. M. 77: V-26-2810. 

Surtax on Sales of Mineral Deposits—Explorations and 
discoveries made prior to March 1, 1913, resulting in a 
re-valuation as of that date on the basis of which gain or 
loss resulting from a subsequent sale shall be computed 
can not serve likewise as a justification for a surtax limita- 
tion under Section 211 (b) of the Act of 1918 with respect 
to gains or profits determined upon the basis of such 
re-valuation.—S. M. 5723: 5-27-2817. 

Tax-Free Organizations.—An organization carrying on a 
business such as is ordinarily carried on for profit is not 
entitled to exemption under Section 231 (7), Act of 1926, 
and the corresponding provisions of prior Acts, notwith- 
standing the fact that under its charter and by-laws no part 
of the earnings from such a business may inure to the 
benefit of private stockholders or individuals—G. C. M. 
159: V-28-2821. 

Tax-Exempt Funds.—The M Insurance Fund, unincorpo- 
rated, was created under an agreement between certain 
manufacturers’ associations and unions, and provides for 
the creation of a fund for the payment of benefits in cases 
of unemployment on the part of members of the unions. 
Members of. the unions pay to the trustees of the fund — 
per cent of their wages and the manufacturers pay to the 
fund — per cent of their total weekly payroll of con- 
tributing employees. The fund is invested by the trustees 
and, in case of unemployment, the unemployed will receive 
amounts not in excess of x dollars per year. Held, that 
the fund is not exempt under Section 231 of the Revenue 
Act of 1924.—I. T. 2291: 5-25-2804. 

Timber, Depletion of —Within the meaning of Section 12 
(a) (Second) of the Revenue Act of 1916, as amended, a 
lessee of timberland has the right to deduct depletion 
thereon based upon the value of his leasehold or property 
interest therein as of March 1, 1913.—S. R. 7705: 5-25-2806. 
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Over a Billion Dollars to Be Spent By 
States on Roads this Year 
(Continued from page 271) 
aid plan. Local and county authorities have avail- 

able $431,696,000. 
In both 1924 and 1925 road expenditures totaled 
more than a billion dollars. The 1923 expenditure 


for roads was just short of a billion. Expenditures 
for the three years were: 
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State highway expenditures are growing year by 
year. In fact, there is an apparent tendency to let 
the state do all work on state roads. 


Federal Aid Is Proportional 


Federal contributions to state road funds depend 
on the amount of money which the states spend 
out of their own treasuries. As state expenditures 
grow, Federal contributions grow. Federal contri- 
butions for the last three fiscal years and the funds 
available for the fiscal year 1926, which ends next 
June 30, are: 
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The new method of taxing banks was a sequel 
to the decision of the New York Court of Appeals 
holding that the ad valorem tax of 1 per cent on 


Time to Consider Tax Problems 


[_] Montgomery—Income Tax Procedure, 1926 ................. 


- $12.00 


[] Montgomery—Excess Profits Estate Capital Stock, etc., 1926.... 6.00 


[-] Sears—Minimizing Taxes ................. 
[_}] Holmes and Brewster—Federal Tax Apeals, 1926 
[-] Gleason and Otis—Inheritance Taxes.... 


VERNON LAW BOOK CO., 
922 Oak St., Kansas City, Mo. 


Please send books checked above— 
[_] Check Enclosed 


[|] Charge to My Account 


err ee 
15.00 


() Send C. O. D. 





yan 


eS es 


August, 1926 


moneyed capital entering into competition with 
the business of national banks was valid. It is 
estimated that the state of New York and its 
political subdivisions will be saved by the decision 
from the necessity of refunding about $30,000,000 
collected under the law. 


Depreciation and Obsolescence 
(Continued from page 274) 


and the inventory priced cost or market, whichever is 
lower, appears on the general books as a reserve, which 
is a bookkeeping device to adjust the perpetual inven- 
tory to the figure allowable for tax purposes. There is 
no necessity for the tremendous clerical job of repric- 
ing every item in all the stock ledgers. That is neces- 
sary only under one circumstance—when the market 
has changed so radically that the old cost figures are of 
no use. That happens only at rare intervals. 


Summary of Points Discussed 


The term depreciation, when used from a tax stand- 
point, does not apply to inventories. It represents the 
decline in value of capital assets during their useful 
life. It*is a convenient device for spreading the money 
expended on capital assets over the various years 
during which those assets will be used. As to those 
assets which you had on hand March 1, 1913, the pres- 
ent statute allows depreciation on cost, or March 1, 
1913 value, whichever is higher. Replacement value 
may be used for insurance purposes, but not for tax 
purposes. If it desired to adjust depreciation to the 


THE NATIONAL INCOME TAX MAGAZINE 


Bookkeeper’s Journal 


MONTHLY MAGAZINE OF 
Bookkeeping, Accounting and Commerce 


Edited and ublished in the interest of The 
American Bookkeeper’s Association and The Book- 
keeping profession in general. 

Contains articles written by successful account- 
ants of National reputation on all phases of book- 
keeping and accounting. 


HELPS BOOKKEEPERS TO 


Increase their KNOWLEDGE of bookkeeping. 

Increase their EFFICIENCY in office methods 
and procedure. 

Increase their ABILITY to render better service 
to their employer. 

Increase their EARNING CAPACITY. 


Subscription Price $1.50 per year 
Single Copy 15 cents 
Introductory Offer to new subscribers for a short 
time only, 
TWO YEARS FOR 


BOOKKEEPER’S JOURNAL, 
413-1 Chamber of Commerce Building, 
Cleveland, Ohio. 


Please find enclosed $ 


me the Bookkeeper’s Journal 


SS 
Firms should subscribe for their bookkeepers— 
It will pay. 








MULBERRY IMPROVED 


Columnar Analysis Pads 
The Biggest Line Made—2 to 30 Columns in Two Grades 


The Best Pads Made—At The Lowest Prices Ever Quoted 


WITH Name Space and Date Columns 


WITHOUT Name Space and Date Columns 


Price per 
Pad Buff 





Buff No. Columns Size 
4 844x14 
.20 13 14 x 8% 
.40 14 17 x14 
-30 16 7. we 
25% =x 14 
80 28 34 x14 








5 ORDER COUPON 


8 HANO-WBINKRANTz Co., Inc., 133 Mulberry St., New York. 
Send me the following pads (samples) : 


1G 0G rd rd nd ded odd | EE 





No orders for lese than sic p 
Unlese a ——— we ship ats. post, Cc. O. D., 
jf. 0. b. factory, New York City 


Samples Furnished Free 


HANO-WEINKERANTZ CO., Inc. 
133 Mulberry Street, New York City 


Accountants — Ready Now! 















290 


activity of the plant, the production method, or any 
scheme whereby the depreciation is written off accord- 
ing to the use of the asset, rather than the life of the 
asset, should be used. 

Bear in mind that although the revenue agent prefers 
to use the straight line method, that method is not re- 
quired either by law or by regulation. The only re- 
quirement is a method which will write off the cost of 
assets over their estimated life in such manner that there 
is a fair charge against the income of each taxable 
year. 

The problem is one of determining how much to de- 














PILOT 
BOOK 
ON 

LEGAL %, 
TAX 


mental differences between methods of avoiding or 

reducing taxes which may safely be regarded as ef- 
fective and lawful, as distinguished from forbidden eva- 
sion, and SECOND, to furnish synopses of all tax sys- 
tems, State and Federal, 
Assessments, Returns, Rates, Exemptions, Deductions, 
QS Collections, Penalties, etc. 


Mr. John H. Sears, author of Sears’ “Trust Estates,” 

“Trust pompeny Law,” te. has given a —_ = 

tax problems for years. is great accumulation of lega 

__SEND COUPON TODAY! — 7 information on this topic is now offered the 


METHODS 


The Old South Press, 
120 Broadway, New York, N. Y. | 


Please send, prepaid, “Sears on Minimiz- 


ing Taxes,” Buckram, for which I enclose | employ legal tax experts to put into effect tax « 
$8.00. saving methods, which, like devices for reduc- 
| ing insurance premiums, put money in the 


ee ee | bank. Tt: is equally profitable for every tax- 
payer, and is now made possible through the 
gd’ nwiawibieeles ewiede'ew wee aw eee egies | use of Sears on MINIMIZING TAXES. 


ee 


THE NATIONAL INCOME TAX MAGAZINE 


CORNELL & COMPANY 


Audits Taxes Systems 
New York Los Angeles St. Louis Marietta 
Washington, D. C. San Francisco Kansas City Tulsa 
Philadelphia Portland Minneapolis Dallas 
Cleveland Seattle Omaha Houston 
Detroit Sedalia Denver Hutchinson 
Toledo Chicago Topeka Parkersburg 
Salt Lake City Louisville 


ASSOCIATED WITH 


E. H. BATSON, Attorney-at-Law 
1526 K Street, Northwest, Washington, D. C., on Tax Matters 


TAXES 





By JOHN H. SEARS, of the New York City Bar 
Author Sears’ “Trust Estates,” “Trust Company Law,” Etc. 


SAVING 4b purpose of this book is FIRST, to point out funda- 


profession in practical form, fully annotated. 


Large business concerns find it profitable to 





August, 1926 





duct in each taxable year. Naturally the Treasury does 
not want the taxpayer to deduct large sums when he 
has a large income, and nothing when he has no in- 
come. The rate depends on the facts in each case. 
So-called standard rates apply to general situations. 
Any rate will be accepted if it applies to the specific 
situation. The depreciation rate on buildings is usually 
two per cent, but if a particular building has only a ten- 
year life ,the taxpayer is entitled to use ten per cent, not 
two per cent. The life, not the rate, controls: The 
Government will not allow depreciation unless it is 
recorded on the books. 
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ODERN accounting practice, owing 
to the ever increasing demands of 
clients, has developed to the point where 
a knowledge of law and equity has become 
of paramount importance. 

In addition, the rules of the U. S. Board 
of Tax Appeals have made it incumbent 
upon practitioners before the Board to 
present their cases as they would have to 
be presented before an ordinary court of 
law. 

Hence it appears that the accountant, unless he 
wants to employ qualified legal assistance, must 
equip himself with a knowledge of legal practice 


and procedure and the law of evidence if he is to 
handle properly the work he is given to do. 


A Recognized Law Course 

But where is the active and established practitioner to get 
the additional knowledge of law that has suddenly become 
so necessary? The answer is found in the Blackstone Legal 
Training Course and Service which can be followed in spare 
hours at the home or office. 

Heading the list of contributors to the course are Chief 
Justice William Howard Taft and Associate Justice George 
Sutherland of the United States Supreme Court, ably sec- 


onded by a group of 60 resident law deans, professors, 
lawyers and state supreme court judges of almost equal 
prominence. 


More than 50,000 progressive men and women have en- 
rolled for this training, many of whom have risen high in 
the business world and in political, legal and judicial life. 
Graduates are practicing law in every state. 


Authoritative Training 


The Institute offers two splendid law courses. One deals 
with commercial! law exclusively while the other (the Gradu- 
ate Course) in addition to the usual business law subjects, 
also covers the field of Adjective Law. This course has 
helped thousands to prepare for the bar examinations. 
Graduates are awarded the LL. B. Degree. 

Among the subjects covered in the Graduate Course are 
Evidence, Pieading in Civil Actions, Practice in Civil Actions, 
Equity Pleading and Practice, Interpretation of Statutes, 
Courts—Organization, kinds and classification, Bankruptcy, 
State and Municipal Taxation, Wills, Estates, Real Property, 
Trusts, Landlord and Tenant, Corporations, Partnerships, 


and 45 other subjects. 
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A Spare-Time Law Course 
for Accountants 








Complete Law Library Furnished 


Delivered complete at the time of enrollment is a big, 
handsome, 25-volume library, Modern American Law, cited 
as “M. A. L.” by state supreme courts and by the United 
States District Court. “M. A. L.” is the only non-resident 
text ever given this honor or recognition. 


Approved by Accountants 


The Blackstone Legal Training Course and Service has 
always appealed to accountants. Since the creation of the 
Board of Tax Appeals, however, they have been turning 
to the Institute in constantly increasing numbers, and it is 
to be noted that the majority of them are established prac- 
titioners who already possess the C. P. A. certificate. 

Typical of the comments of accountants who have availed 
themselves of Blackstone material and service is the fol- 
lowing from Mr. Robert B. Vollum, C. P. A., of Philadelphia, 
who says: : 


“After thirty years practicing the profession in this 
city, I feel that each day it becomes more vital that 
the public accountant should ground himself in the 
basic principles of law if he hopes to successfully 
meet the demands of the profession and properly serve 
his clients. It is for that reason that I have added 
your set of Modern American Law (Cited M. A. L.) 
to my library.” 


Write for Details 


The complete story of Blackstone training is given in an 
attractive 128-page book, The Law-Trained Man. A copy 
will be sent free upon request. Use the coupon below or 
address a post card request to Dept. 340-C, Blackstone Insti- 
tute, Inc., 4753 Grand ‘Boulevard, Chicago, III. 
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Blackstone Institute, Inc. 
Dept. 340-C, 4753 Grand Blvd., 
Chicago, III. 


Please send me by mail and without obligation 
a copy of your 128-page book, The Law-Trained 
Man, and details of your law course. 


Position 


Business Address 
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Use Coupon 






Refors tH 


UNITED 


BOARD OF T 


STATES 


By 
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Commerce 7 nen House, 
231 South La Salle St., 
Chicago, Illinois. 
Please send me a copy of your new book, when published, entitled “Proced- 
ure and Practice Before the United States Board of Tax Appeals.” 
examine and use this book for thirty days. 
to keep the book, I will send you $10 in full payment. I may return the book 
within thirty days and be under no further obligation. 


$10.00 Per Copy 
Finest Limp Leather Binding 
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Sent on Approval 


| “United States Board of Tax Appeals” 
Now Being Revised Under 1926 Law 








A new text on Procedure and 
Practice before this most impor- 
tant tribunal is now being re- 
vised under the 1926 Law. The 


records show that repeated de- 


cisions of this Board have dis- 
missed petitions of taxpayers, or 
have approved deficiencies of 
tax found by the Commissioner, 
because of the failure of appel- 
lants to comply with the require- 
ments of the Board. 3 
Frankly, and without fear of 
boasting, we think we can say 
that this new book will take a 
place similar to that of our an- 
nual GUIDE and the CONSOLI- 
DATED LAWS as a splendid 
achievement in a field of broad 
interest. We think that this book 
is Just about what a work of this 
kind ought to be as to style, 
method, scope and thoroughness. 
We will forward a copy subject 
to your examination and ap- 
proval. 


-EXAMINATION OFFER 


When writing to advertisers please mention THE NATIONAL INCOME TAX MAGAZINE 
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If, at the end of this time, I decide 
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TAX SERVICE CABINET 
SPECIAL CONSTRUCTION—LOW PRICE 


You can now have a permanent, handy cabinet for your Tax Services and books on kindred subjects. Segre- 
gated—at YOUR elbow—easily kept in apple-pie order, and best of all, made to fit your personal requirements. 


This especially constructed cabinet is the result of a survey made among tax practitioners. 
Tax Services are enthusiastic in welcoming a case designed for utility, efficiency and comfort. 
Hand made by skilled cabinet makers, of sturdy construction, hand rubbed and mahogany finished. 
Thirty-six inches high, it contains two shelves at just the right slant, each twenty-eight and one-half inches 
long which will house twenty volumes of Commerce Clearing House Services. 
So certain are we that you wish to own this cabinet that we are manufacturing a large quantity and now 
offer you the privilege of ordering them on approval. 


Just fill out the coupon and mail or attach to your letterhead and we will see that your cabinet goes for- 
ward at once. 


$16.00 plus express charges. 


These users of 


Cabinet Goes on Approvel 
Specialty Office Equipment Co. Mail Today 


26 Quincy Street Specialty Office Equipment Co., 
CHICAGO, ILLINOIS 26 Quincy Street, 
Chicago, Illinois. 
Please express the Service Cabinet to: 
HOME CABINET—TOO 
This is also a wonderful convenient piece of furni- 
ture for the Home. We will give $1 discount 
on each cabinet where more than one is ordered. oo 
: It is understood that I have the privilege of examination for 


five days by which time I will remit $16.00, or hold cabinet 
subject to your instructions. 


When writing to advertisers please mention THE NATIONAL INCOME TAX MAGAZINE 
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Shepard’s United States Cumulative 
Citation Service is 


Up To Date Every 45 Days 


Citations to the United States Supreme Court cases 
and statutes are included in a elaborate bound volume 


ublished in 1915 and two Bound Supplements pub- 
fhe j in 1920 and 1925. 


These bound volumes are continued and kept up 
to date by Quarterly Cumulative ty oy pub- 


lished in red paper covers in January, Apmnil, July and 
October of each year. 


The Quarterly Cumulative Supplements are kept 
up to date by advance sheets published in white covers 
between the publication of the Quarterly Supplements. 


Citations in the advance sheets are carried forward 
into the next issue of the Qu uarterly Supplements. Upon 
the receipt of each issue of the Quarterly Supplements 
the previous issue may be destroyed. 


The bound volumes, combined with the Quart- 
erly Cumulative Supplements and Intervening Advance 
Sheets furnish a citation service, so comprehensive 1 in 
scope, so exhaustive in treatment and so frequent in 
publication as to meet every possible requirement. 


Order Form 


THE FRANK SHEPARD COMPANY 
76-88 Lafayette Street, NEW YORK 
Dear Sirs:- 
Enclosed is check for $ Upon acceptance of 
this order, please send charges rial» the publications vabesient below :— 
SHEPARD’S UNITED STATES CITATIONS (3 VOLS.).......... $30.00 


Quarterly Cumulative Supplements, including Classified Topical 
eo Index, per year 


oe Quarterly Intervening Advance Sheets, per year 


You are to send e Quarterly Cumulative Supplements 
and Intervening Advance Sheets by “es annual subscription rates until 
otherwise ordered. 


BR Ee ae ee ee 


If the subscriber is not wholly satisfied, the publications can be returned, 
charges collect, within thirty days after receipt, and the subscriber will 
receive a refund of the full amount paid. 


When writing to advertisers please mention THE NATIONAL INCOME TAX MAGAZINE 
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Send for this Convention Booklet! 


In the heart of Cleveland’s business district, easily accessible from 
railroad, electric and steamship terminals, and nearest of all Cleveland 
hotels to the mammoth Cleveland Public Auditorium and Convention 
Hall, stands one of the ccuntry’s best known hotels—The Hollenden. 


At The Hollenden you can command 
every conceivable convenience and aid 
in planning and holding your next 
convention. Here, on one floor, eleven 
halls and parlors accommodate from 
twenty-five to one thousand persons are 
allotted without cost to gatherings mak- 
ing The Hollenden their headquarters. 
General sessions, individual conferences, 
banquets, balls, all can be staged with- 
out interfering with one another, and 
without so much as entering an elevator. 
Nationally famous accommodations — 


In Cleveland ~Its 


THEHOLLENDEN  .~* 


Theo. DeWitt, Manager 
Superior Avenue at East Sixth St. 
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courteous, complete service — advice 


and aid supplied without extra cost by: 


men who have planned and handled 
some of the nation’s largest gatherings 
—in a city noted for its wonderful cli- 
mate and hospitality,—all combined to 
make this a logical headquarters — 
for your next convention. d 


The complete story of The Hollenden “ 
and its facilities is presented in the f 
booklet illustrated above. Mail 
your coupon today for your 
copy. 
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Life Assurance 


Society 


A New Book FREE “The Man Behind the Business” 
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Our readers expressed such cordial appre- 
ciation of our offer to give them help on 
the tax questions and have used our 
service so extensively, that we have 
decided to offer a still more important 
service for their use. 


Taxes, of course, are largely relative to 
the success of a partnership or business 
corporation and also largely of a person- 
ally conducted business or profession. 
The success of such a business enterprise 
is dependent upon the personality of the 
man or officers behind it. The appraisal 
of these personal values to business are a 
far more important matter than the man 
and method of taxation. 


In order to help the reader get a deeper 
appreciation of the value of the personal 
element in business, we will mail upon 
request our booklet entitled “The Man 
Behind The Business.” Every word of 
which is money to you if you will read it 
with careful understanding and a wish to 
appropriate its experiences to increasing 
your own dividends or income. 


The Equitable Life Assurance Society 


of United States 


Address all requests to 


Room 739 Peoples Gas Bldg. 


When writing to advertisers please mention THE NATIONAL INCOME TAX MAGAZINE 
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How would you like 
to be named 


YOUR OWN EXECUTOR? 


HEREBY APPOINT JOHN DOE TO BE THE EXECUTOR OF 
THIS MY WILL, TO SERVE WITHOUT BOND’—many a testa- 
tor has felt this to be the highest tribute he could pay to the friendship of 

a man whose sincerity and integrity he had never in his lifetime questioned. 


Yet oftentimes the appreciated friend so named has ultimate cause to regret 
a friendship which could involve him in so much of embarrassment and heart- 
ache as is experienced through the disillusionments of estate-settling. 


It is one thing to dictate a Will, and another thing to carry out its terms. 
Before estate can be settled and distributed, outstanding debts must be paid, 
federal estate and state inheritance taxes must be met. These expenses, added 
to the outlay of administration itself, range as high as 33 per cent on large 
estates—with as low as 3 per cent of the gross estate in ready cash to meet the 
emergency ! 


Result? To produce quick cash, the cream of the estate is sacrified, often- 
times the best securities going at the buyer’s price in a slow market; once-proud 
estate thereby faces a market-produced depreciation of 50 per cent or more; 
and an agonized widow and bewildered children look on at the ruthless evap- 
oration of their heritage under the hands (how hopelessly tied they do not 
realize!) of an executor whose sincerity and business acumen they had been 
trusting implicitly to safeguard their interests. 


Suppose you were endowed with a fantastic sort of dual soul, which after 
your death allowed you to act as your own executor? Would you open your- 
self to condemnation by your survivors as a poor manager, as an unworthy 
successor to the being whose main thought in life and death had been to make 
and keep them happy? 


That’s the role you’re asking your executor to undertake! Unless—wielding 
the magic sword of Life Insurance, you now set about cutting the Gordian knot 
that otherwise may one day bind the hands of the most capable executor of the 
best-intenfioned testator. 


Ask for Booklet: “How Do You Buy Your Life Insurance?” 


R. Y. Sanders, The Rockwood Company, Chicago, Ill. 


REPRESENTING 


THE TRAVELERS 


INSURANCE COMPANY 
HARTFORD, CONNECTICUT 





WOODSTOCK 
typewriters 


ill 


The Two 
Best 


Some men look at it this way: any machine that gets out 
more work for me pays its way in dollars and cents. And 
that is a sufficient and business reason for installing the 
Woodstock Electrite—a modern typewriter powered by 
electricity. But other men, aware of the value of finer repre- 
sentation in their correspondence, put Woodstock Electrite 
in their office because it does better work. Better work, and 
more of it! That’s the essence of the Woodstock Electrite 
story. If it appeals to you, send for the Woodstock booklet. 


Woodstock Typewriter Co., 213 W. Monroe Street, CHICc4GO 
Branches in Principal Cities - Agents all over the World 





